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ENSURING  ACCESS  TO  AFFORDABLE  HEALTH 

CARE 


WEDNESDAY,  MAY  31,  2000 

U.S.  Senate, 

Committee  on  Health,  Education,  Labor,  and  Pensions, 

Montpelier,  VT. 

The  committee  met,  pursuant  to  notice,  at  9:41  a.m.,  at  the  Pavil- 
ion Office  Building,  Montpelier,  VT,  Senator  Jeffords  (chairman  of 
the  committee)  presiding. 

Present:  Senator  Jeffords. 

Opening  Statement  of  Senator  Jeffords 

The  Chairman.  We  will  get  started  here.  This  hearing  of  the 
Senate  Committee  on  Health,  Education,  Labor,  and  Pensions  is  on 
the  topic  of  ensuring  access  to  affordable  health  care.  The  issue  of 
coverage  and  the  uninsured  is  a  top  priority  of  the  committee,  with 
its  jurisdiction  of  private  health  insurance  and  public  health  pro- 
grams. 

As  many  of  you  know,  high  health  care  cost  increases  have 
caused  more  people  to  become  uninsured.  New  Census  Bureau  data 
indicate  that  there  are  now  44  million  Americans  with  no  health 
coverage,  an  increase  of  one  million  from  last  year.  This  number 
is  unacceptable  for  a  prosperous  Nation  with  a  strong  economy.  I 
believe  the  issue  of  access  to  health  coverage  for  the  uninsured 
must  be  a  top  national  priority. 

Today's  hearing  will  focus  on  Vermont's  unique  health  care  mar- 
ketplace and  the  growing  problem  of  uninsured  across  the  Nation. 
We  will  explore  Vermont's  demographics  and  health  care  system  to 
learn  where  we  are  vulnerable  and  which  groups  have,  or  do  not 
have,  access  to  affordable  health  care.  We  will  also  explore  the 
challenges  and  issues  facing  Vermont's  market  for  private  health 
insurance  and  examine  policies  that  might  improve  this  market  in 
Vermont  and  across  the  Nation. 

In  addition,  we  will  hear  about  the  problems  that  small  busi- 
nesses and  individuals  face  in  obtaining  and  maintaining  health 
coverage.  We  will  explore  issues  of  tax  equity  in  the  treatment  of 
health  coverage  and  examine  how  tax  policy  impacts  access  to 
health  care  coverage.  Most  important,  we  will  explore  recommenda- 
tions and  policies  regarding  how  best  to  resolve  some  of  these  prob- 
lems in  Vermont  and  across  the  Nation. 

While  Vermont's  uninsured  rate  is  much  lower  than  the  national 
average,  there  are  still  too  many  people  who  either  do  not  have 
health  coverage  or  fear  losing  their  coverage  because  of  increasing 
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costs  and  decreasing  options.  The  lower-than-average  rate  of  unin- 
sured in  Vermont  can  be  attributed  to  various  expansions  of  Ver- 
mont^ Medicaid  program  and  the  creation  of  programs  such  as  Dr. 
Dynasaur  and  the  Vermont  Health  Assistance  Plan,  VHAP.  These 
programs  have  expanded  coverage  significantly,  especially  for  chil- 
dren. However,  there  are  still  cohorts  that  have  higher  rates  of 
uninsurance  and  face  serious  barriers  in  securing  affordable  cov- 
erage, such  as  young  professional  adults  just  starting  their  careers, 
the  self-employed,  COBRA  eligible s,  employees  of  small  firms,  and 
Vermonters  who  earn  too  much  to  qualify  for  programs  like  VHAP, 
but  too  little  to  afford  the  cost  of  private  insurance  on  their  own. 

The  uninsured  often  go  without  needed  health  care  or  face 
unaffordable  medical  bills.  Insurance  coverage  guarantees  provid- 
ers reimbursement  for  their  services,  and  it  helps  contain  costs  by 
encouraging  more  appropriate  use  of  the  health  care  system. 

Unfortunately,  the  main  source  of  coverage,  employer-based  in- 
surance, is  simply  not  available  to  a  significant  number  of  working 
Americans  and  their  families.  In  Vermont,  only  27  percent  of  work- 
ers in  firms  employing  fewer  than  ten  people  are  offered  health  in- 
surance. These  uninsured  working  Americans  have  one  thing  in 
common,  they  are  low-wage  workers,  with  nearly  70  percent  mak- 
ing less  than  two  times  the  minimum  wage.  Without  additional  re- 
sources, health  insurance  coverage  is  either  beyond  their  reach  or 
only  purchased  by  giving  up  other  basic  necessities  of  life. 

On  March  29th  I  joined  with  my  colleagues  in  unveiling  our 
Health  Coverage,  Access,  Relief,  and  Equity  Act  or  the  Health 
CARE  Act,  S.  2320.  This  legislation  will  provide  qualified  Ameri- 
cans with  a  refundable  tax  credit  for  the  purchase  of  health  insur- 
ance coverage. 

The  Health  CARE  tax  credit  is  targeted  to  those  who  are  most 
in  need  of  help  due  to  their  lack  of  income,  lack  of  access  to  sub- 
sidized employment-based  coverage,  and  ineligibility  for  public  pro- 
grams. This  effort  marks  the  first  major  bipartisan,  bicameral, 
market-based  initiative  on  behalf  of  the  uninsured  since  1994. 

The  Health  CARE  Act  will  provide  a  refundable  tax  credit  to 
help  low-  and  moderate-income  individuals  and  families  purchase 
health  insurance.  The  legislation  provides  a  refundable  tax  credit 
of  $1,000  for  the  purchase  of  individual  coverage  to  those  with  ad- 
justed gross  incomes  (AGI)  of  up  to  $35,000  and  will  provide  a 
$2,000  credit  for  the  purchase  of  family  coverage  for  those  with  an 
AGI  of  up  to  $55,000.  These  income  categories  consist  of  the  largest 
portion  of  the  uninsured. 

The  initial  estimates  show  that  about  nine  million  Americans 
will  take  advantage  of  purchasing  health  insurance  using  the 
Health  CARE  tax  credit.  Of  these,  approximately  3.2  million  will 
have  been  previously  uninsured,  and  another  5.5  million  lower-in- 
come Americans  who  are  using  their  scarce  dollars  to  buy  insur- 
ance policies  will  receive  needed  financial  relief. 

Realizing  that  insurance  coverage  is  not  the  single  answer  for 
our  Nation's  health  access  problem,  we  are  also  developing  addi- 
tional components  of  the  Health  CARE  Act  which  will  focus  on  im- 
proving access  to  health  care  services  and  safety  net  providers, 
such  as  community  health  centers  and  rural  clinics. 
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The  Health  CARE  Act  will  increase  the  number  of  Americans 
who  have  health  insurance  coverage  by  filling  key  gaps  in  the  cur- 
rent system  and  supporting  a  system  of  health  care  financing  and 
delivery  that  complements  the  employment-based  system.  This  pro- 
posal will  not  completely  solve  the  problem  of  the  uninsured,  nor 
will  it  remove  all  of  the  inequities  of  the  tax  system,  but  it  is  clear- 
ly a  substantial  step  in  the  right  direction.  And  I  believe  Congress 
can  pass  such  an  incremental  reform  this  year. 

I  look  forward  to  hearing  what  our  witnesses  have  to  say  about 
this  proposal  and  other  suggestions  they  might  have  for  improving 
our  access  to  health  care.  The  hearing  will  follow  the  committee's 
usual  format.  Each  of  the  witnesses  will  speak  for  five  minutes, 
and  I  will  follow  with  questions  for  each  member  of  the  panel.  The 
hearing  record  will  remain  open  for  2  weeks,  and  any  written  state- 
ments and  questions  for  the  record  should  be  submitted  within  that 
time  frame. 

I  welcome  all  our  guests  and  look  forward  to  hearing  your  testi- 
mony. 

I  am  delighted  to  introduce  our  witnesses  this  morning.  Testify- 
ing on  the  first  panel  will  be  Ms.  Maxine  Brandenburg,  who  is 
president  and  chief  executive  officer  of  the  Vermont  Business 
Roundtable.  By  studying  and  making  recommendations  on  matters 
of  public  policy,  this  nonprofit,  nonpartisan  organization  works  to 
ensure  Vermont's  special  quality  of  life  in  the  soundness  of  the 
state's  economy.  Previously  Ms.  Brandenburg  was  president  of  the 
Colorado  Alliance  of  Business  and  also  executive  director  of  ADS, 
Inc.,  in  Buffalo,  New  York. 

Professionally,  she  has  been  an  educator  at  the  middle  school, 
high  school,  and  college  levels;  she  has  considerable  consulting  ex- 
perience with  both  private  and  public  organizations;  and  she 
speaks  frequently  before  national,  regional,  and  State  groups  on 
topics  encompassing  business,  economics,  education,  and  manage- 
ment. 

In  addition,  she  serves  as  chairman  of  the  New  England  Advisory 
Council  of  the  Federal  Reserve  Bank  of  Boston  and  board  member 
of  The  Snelling  Center  for  Government,  Vermont  Public  Radio,  and 
Vermont  Council  for  Equality. 

Ms.  Brandenburg,  it  is  a  pleasure  to  have  you  with  us  this  morn- 
ing. For  each  speaker,  I  will  let  you  go  ahead  and  then  I  will  intro- 
duce the  next  witness. 

STATEMENT  OF  MAXINE  N.  BRANDENBURG,  PRESIDENT  AND 
CHIEF  EXECUTIVE  OFFICER,  VERMONT  BUSINESS  ROUND- 
TABLE,  SOUTH  BURLINGTON,  VT 

Ms.  Brandenburg.  Thank  you,  Senator  Jeffords.  Thank  you  for 
inviting  me  today.  Health  care  has  been  an  issue  of  great  impor- 
tance to  the  Vermont  Business  Roundtable  and  for  the  business 
community  as  a  whole.  I  think  if  you  speak  to  my  colleagues  who 
represent  major  business  organizations  in  Vermont,  we  would  all 
say  the  public  policy  issue  that  most  concerns  us  is  health  care. 
Clearly  we  are  all  struggling  in  Vermont,  as  in  the  Nation,  with 
the  three  difficult  and  at  times  conflicting  objectives:  Controlling 
health  care  costs,  maintaining  optimum  physical  and  financial  ac- 
cess, and  delivering  the  highest  quality  health  care  as  measured 
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across  the  three  dimensions  of  patient  satisfaction,  outcomes  of 
treatment  given,  and  improving  the  overall  health  of  the  popu- 
lation. 

Recognizing  this,  we  have  done  a  number  of  policy  papers  in  the 
last  two  and  a  half  years.  I  am  going  to  just  briefly  summarize 
some  of  the  points  of  the  most  recent  paper  we  did  which  address 
many  of  the  issues  Senator  Jeffords  just  talked  about.  Some  of  the 
problems  that  we  are  facing  in  Vermont  right  now  is  the  demand 
for  and  the  cost  of  health  care,  which  for  several  years  have  been 
constrained  in  Vermont  and  nationally,  and  are  resuming  the  dou- 
ble-digit inflation.  We  have  companies  in  Vermont  with  premium 
increases  this  year  that  were  as  high  as  70  percent.  So  we  are  fac- 
ing a  really  serious  problem.  There  is  a  real  affordability  issue 
among  consumers,  insurers,  businesses  and  government  that  pays 
the  bill. 

Further,  while  health  care  spending  in  Vermont  had  been  below 
regional  and  national  averages,  the  gap  is  closing.  That  advantage 
had  helped  us  competitively  because  our  costs  were  somewhat 
lower  than  the  region.  We  are  losing  that  advantage.  Now  our  costs 
are  being  driven  by  increased  demand,  particularly  out-patient 
care,  diagnostic  services  and  costly  drugs,  and  the  shortfalls  in  gov- 
ernment reimbursement,  and  the  limits  of  Federal  research  dollars, 
Vermont  hospitals  suffered  losses  of  more  than  $19  million  in  1998 
on  revenues  of  $787  million.  They  requested  a  12  percent  increase 
in  their  net  patient  revenues  in  their  2000  budgets. 

An  increasingly  significant  contributor  to  hospitals'  losses  is  the 
failure  of  State  and  Federal  programs  to  pay  the  actual  cost  of  care 
used  by  their  programs'  beneficiaries.  And  I  mention  this  and  we 
emphasize  this  because  this  is  what  drives  the  cost  shift.  The  cost 
shift  is  really  having  such  a  negative  effect  on  the  private  insur- 
ance market  and  the  cost  of  insurance  for  employers  to  take  care 
of  their  employees.  According  to  the  Vermont  Hospital  Association, 
in  1998  hospitals  were  paid  $40  million  less  than  the  cost  of  provid- 
ing care  to  Medicare  and  Medicaid  patients.  That  forced  the  hos- 
pitals to  collect  the  shortfall  from  self-paying  and  privately  insured 
patients.  The  estimated  Medicare  and  Medicaid  shortfall  in  the 
2000  hospital  budget  submissions  rises  to  $54.6  million  on  charges 
of  $550  million.  Medicaid  reimbursements  to  physicians  is  even 
less  sufficient  and  in  some  cases  averaging  less  than  50  percent  of 
charges. 

Health  insurers  in  Vermont  lost  nearly  $70  million  in  the  past 
3  years,  and  as  a  result,  premiums  are  going  up  about  15  percent 
per  year  for  the  foreseeable  future.  And  as  I  said,  in  some  cases 
they  are  considerably  higher  for  individual  companies.  And  several 
insurers  pulled  out  of  this  State.  The  fact  that  Kaiser-Permanente 
did  not  find  a  buyer  for  its  92,000  Vermont  customers  raises  seri- 
ous questions  about  the  private  health  insurance  market  in  the 
State,  given  our  present  regulatory  and  competitive  environment. 

Increasing  losses  that  result  from  higher  utilization,  mandated 
benefits,  and  underpriced  products  have  left  the  insurers  that  are 
in  the  State  extremely  vulnerable.  Therefore,  in  order  to  avoid  in- 
creased health  insurance  costs,  and  in  order  to  continue  to  provide 
insurance  and  coverage  for  their  employees,  more  and  more  Ver- 
mont businesses  are  turning  to  self-insurance,  particularly  those 
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with  younger  and  healthier  employees.  They  are  also  reducing  their 
benefit  packages,  or  in  a  very  few  cases,  dropping  insurance  alto- 
gether. 

Self-insurance  is  perceived  as  having  two  advantages:  It  permits 
businesses  to  avoid  mandated  benefit  coverage  and  it  removes 
them  from  the  larger  insurance  pools,  which  may  include  older  and 
less  healthy  workers.  They  can,  therefore,  reap  benefits  from  en- 
couraging behavioral  changes  in  the  wellness  and  preventive  be- 
havior among  their  own  employees.  Unfortunately,  as  lower  risk 
customers  leave  the  pool,  it  drives  up  the  costs  even  further  for  the 
remaining  companies  and  often  eventually  forces  marginal  income 
customers  out  of  the  market. 

The  declining  percentage  of  privately  insured,  and  better  paying 
patients  leaves  providers  of  care  more  dependent  on  poorly  funded 
government  programs.  Their  ability  to  maintain  a  high  quality  de- 
livery system,  often  with  the  least  well  patients  in  the  system,  is 
negatively  impacted.  It  is  a  circle  that  is  really  negative,  and  it  is 
increasing.  I  think  we  really  have  to  address  the  spiral. 

And  my  concern  is  do  we  really  have  policy  that  gets  to  this  fun- 
damental problem.  There  are  some  other  forces  that  exude  the  im- 
pacts of  this  problem  on  Vermont  consumers.  Our  surveys  have 
shown  that  employers  really  do  not  absorb  health  care  insurance 
costs.  They  raise  employee  out-of-pocket  contributions.  When  we 
say  employers  pay  for  health  insurance,  we  really  are  saying  these 
days  that  employers  and  their  employees  are  paying  for  health  in- 
surance. Employers  raise  deductibles,  they  raise  co-pays,  and  they 
reduce  benefits  or  otherwise  pass  these  increased  costs  along  to  em- 
ployees. So  the  cost  of  having  health  insurance  for  the  average  em- 
ployed person  in  Vermont  is  much  higher  today  than  it  was  several 
years  ago.  They  are  paying  a  larger  share  of  the  bill. 

Most  people  in  Vermont  work  tor  small  businesses,  more  than 
virtually  any  other  State  in  the  Nation.  And  despite  our  efforts  in 
this  State  to  implement  community  coverage,  small  businesses  pay 
higher  premiums  for  health  insurance  than  large  firms.  Workers  in 
small  businesses  often  earn  lower  salaries  and  pay  a  greater  pro- 
portion of  the  health  care  insurance  premiums  out  of  their  own 
pockets.  So  as  the  costs  rise,  the  low-wage  workers  in  small  firms 
are  increasingly  having  to  take  on  more  and  more  of  the  burden. 

Affordability  is  a  serious  and  growing  problem,  even  among  those 
who  have  good  health  insurance  available.  The  average  family  pre- 
mium is  about  $6,000  a  year  with  a  medium  family  income  of 
$47,300  in  Vermont.  We  may  have  already  reached  the  point  where 
health  insurance  affordability  is  a  very  serious  problem. 

The  other  issue  that  has  been  facing  us  in  Vermont  increasingly 
is  the  growing  imbalance  between  the  scope  and  quality  of  insur- 
ance benefits  paid  for  by  the  State  for  Medicaid  recipients  relative 
to  benefits  generally  held  by  workers  in  hundreds  of  small  compa- 
nies across  the  State. 

Vermont's  Medicaid  program  includes  comprehensive,  no  deduct- 
ible coverage  of  a  broad  benefit  package  including  preventive  care, 
dental  care,  and  prescription  drugs.  Co-pay  amounts  for  physician 
office  visits  are  very  small,  and  except  for  the  prescription  drug 
plan  which  has  a  50  percent  co-insurance,  the  premium  payments 
are  scaled  to  income  up  to  a  maximum  of  $20  a  month.  The  Dr. 
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Dynasaur  program  for  pregnant  women  and  children  provides  com- 
prehensive coverage  for  family  incomes  up  to  $50,000  per  year  at 
virtually  no  cost  to  the  beneficiary. 

By  comparison,  the  average  indemnity  package  held  by  working 
people  in  Vermont  is  far  less  comprehensive  and  requires  signifi- 
cant out-of-pocket  deductibles,  typically  $500  per  family,  before  any 
benefits  are  available,  plus  20  percent  of  the  charges  for  most  cov- 
ered services.  In  late  1999,  small  group  premiums  for  this  benefit 
package  set  ranged  from  $400  to  $575  per  month  for  family  cov- 
erage. 

For  persons  who  cannot  get  group  insurance,  the  individual  in- 
surance market  imposes  even  higher  front-end  deductibles,  cur- 
rently averaging  about  $3,000  a  year  per  family,  and  co-pays  aver- 
aging 20  percent  of  charges. 

So,  while  Medicaid  and  Dr.  Dynasaur  families  of  four  with  in- 
comes up  to  $50,000  a  year  can  acquire  comprehensive  health  cov- 
erage at  very  low  out-of-pocket  expense,  another  family  of  four, 
earning  perhaps  a  couple  of  thousand  dollars  a  year  more,  needs 
to  pay  $3,000  to  $4,000  out  of  pocket  if  that  family  is  employed  by 
a  small  business  in  Vermont.  Increasingly,  Vermont  working  fami- 
lies are  paying  taxes  to  subsidize  Medicare  and  health  care  for  the 
elderly,  and  also  helping  to  subsidize  in  many  cases  a  neighbor 
down  the  street  whose  income  is  not  very  different. 

So  we  have  a  real  inequity  of  the  distribution  of  our  health  care 
resources  as  well  as  the  benefits,  and  I  think  we  have  to  take  a 
look  at  this  fundamental  problem  because  we  are  just  shifting  the 
burden  around.  We  are  not  equalizing  the  benefits  and  the  re- 
sources. 

We  have  had  a  laudable  goal  in  Vermont,  and  we  basically  do 
have  health  care  for  all  children.  We  certainly  do  not  want  to  back 
up  or  back  off  of  that,  but  we  do  have  to  be  concerned  that  if  we 
increase  our  public  benefits  in  Vermont,  we  are  decreasing  for 
many  working  people  their  access  and  ability  to  have  health  care. 

I  am  going  to  skip  over  some  of  this  that  is  in  my  paper  that  I 
submitted,  but  one  of  the  issues  that  needs  to  be  mentioned  is  the 
limited  public  demand  for  health  care.  The  American  public  wants 
better  health  care  and  unlimited  demand  for  basically  no  cost.  We 
have  established  a  culture  in  which  that  is  an  expectation,  and  this 
has  created  tremendous  policy  and  ethical  problems  for  all  of  us. 

A  number  of  health  care  experts  are  beginning  to  argue  that  we 
cannot  keep  allocating  unlimited  resources  to  the  system.  We  had 
Richard  Lamm  here,  the  former  governor  of  Colorado  who  is  now 
at  the  Center  for  Public  Policy  and  Contemporary  Issues  in  Denver, 
and  he  spoke  about  this  issue.  I  think  he  has  very  strongly  articu- 
lated a  challenge  for  all  of  us  in  the  public  and  private  sector,  in 
terms  of  public  policy.  He  says  government  refuses  to  set  limits,  yet 
pretends  there  are  no  limits,  but  government  is  not  just  about  what 
we  need,  rather,  it  is  about  what  we  can  afford  as  well  as  what 
about  what  we  need.  I  know  that  is  a  very  tough  discussion  to 
have,  but  I  think  a  lot  of  us  need  to  work  with  our  public  sector 
officials  to  start  having  that  hard  dialogue. 

Those  views  are  particularly  important  in  Vermont  where  bene- 
ficiaries of  government  programs  account  for  more  than  44  percent 
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of  all  health  care  expenditures  in  this  State.  And  the  government 
is  the  largest  single  payer  in  the  State. 

Therefore,  given  the  premise  that  resources  are  limited,  priorities 
need  to  be  set.  Small  States  like  Vermont  need  to  focus  less  atten- 
tion on  giving  some  people  everything,  wherein  some  public  pro- 
grams have  very  rich  benefits,  but  where  other  people,  like  employ- 
ees in  small  firms,  are  getting  very  little.  How  do  we  more  equi- 
tably try  to  give  everybody  more  basic  care  with  an  even  distribu- 
tion of  those  resources  that  are  out  there?  Since  business  ulti- 
mately is  paying  the  cost  of  a  great  deal  of  the  health  care  in  this 
country,  both  directly  through  its  employees  and  through  taxes, 
and  it  is  a  relationship  that  business  is  not  necessarily  looking  to 
remove  itself  from,  we  do  feel  we  need  to  have  a  strong  voice  in 
this  public  policy  dialogue.  We  are  increasingly  being  faced  with 
very  tough  decisions  in  terms  of  being  able  to  continue  to  carry  out 
the  relationship  of  commitment  to  our  employees,  which  is  to  pro- 
vide health  care,  and  at  the  same  time  maintain  the  competitive- 
ness and  the  financial  integrity  and  the  effectiveness  of  the  busi- 
nesses we  run,  so  that  we  can  continue  to  provide  the  jobs  and 
have  the  kind  of  earnings  that  enable  to  us  provide  that  benefit. 

We  had  several  policy  issues  that  we  think  need  to  be  looked  at. 
I  am  not  going  to  run  through  all  of  them,  but  certainly  we  feel 
we  need  to  maintain  a  competitive,  multipayer  market  in  Vermont. 
We  need  to  get  fair  government  funding:.  Government  needs  to  pay 
its  share  because  we  feel  we  in  the  private  sector,  in  the  private 
insurance  market,  are  making  up  for  the  government's  share  and 
that  shift  has  become  unsustainable.  We  have  to  remember  Ver- 
mont's not  an  island.  We  work  in  a  competitive  economic  environ- 
ment, and  of  course  we  need  to  control  prescription  drug  costs.  And 
we  feel  this  is  very  much  a  Federal  issue.  It  is  one  that  is  very 
hard  to  address  at  the  State  level.  We  think  it  calls  for  concerted 
action  among  State  and  Federal  policymakers,  that  we  need  to 
focus  on  solutions  rather  than  just  expanding  eligibility  and  spend- 
ing. We  need  to  look  possibly  at  negotiating  prices.  On  behalf  of  the 
public,  insurance  companies  have  done  this  very  effectively  for 
their  patients  or  their  clients.  Can  the  government  do  this  similarly 
for  Medicare,  Medicaid,  and  other  groups  for  example?  What  we 
really  feel  is  there  has  to  be  a  concerted  Federal  effort  to  take  a 
look  at  the  drug  cost  piece.  I  will  stop  there. 

[The  prepared  statement  of  Ms.  Brandenburg  follows:] 

Prepared  Statement  of  Maxtne  N.  Brandenburg 

Thank  you  for  inviting  me  to  comment  on  behalf  of  the  Vermont  Business  Round- 
table  regarding  "Ensuring  Access  to  Affordable  health  Care". 

In  Vermont  as  well  as  the  nation,  policy-makers  and  health  care  professionals 
continue  to  struggle  with  three  difficult  and  at  times  conflicting  objectives:  (1)  con- 
trolling health  care  costs;  (2)  maintaining  optimum  physical  and  financial  access; 
and  (3)  delivering  the  world's  highest  quality  health  care  as  measured  across  three 
dimensions:  patient  satisfaction,  outcomes  of  the  treatments  given,  and  improving 
the  overall  health  of  the  population. 

Recognizing  that  health  care  is  a  complex,  valuable,  costly,  and  necessary  public 
resource,  during  the  last  two  and  half  years,  the  Vermont  Business  Roundtable  has 
published  three  policy  papers  addressing  the  impacts  of  economic,  medical  and  pol- 
icy issues  on  Vermont's  health  care  system. 

The  first,  published  in  1998,  discussed  the  effects  of  legislatively  mandated  addi- 
tions to  health  care  benefits  on  the  cost  and  availability  of  health  insurance.  The 
second,  published  in  1999  explained  some  of  the  factors  driving  the  cost  of  health 
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care,  particularly  the  public's  constantly  rising  expectations.  And  in  January  of  this 
year,  the  third  paper  addressed  the  need  for  a  new  kind  of  policy  dialogue  in  Ver- 
mont, one  not  about  how  much  health  care  we  would  like  to  make  available  to  our 
citizens,  but  how  much  we  can  afford  to  make  available  and  how  to  balance  the  re- 
source demands  of  health  care  against  the  needs  of  other — equally  desirable — social 
goals  such  as  education,  transportation,  nutrition,  and  housing. 

There  are  serious  and  growing  problems  in  our  health  care  system.  Consider  the 
following: 

•  The  demand  for  and  cost  of  health  care,  which  for  several  years  have  been  con- 
strained in  Vermont  and  nationally,  are  resuming  the  double-digit  increases  com- 
mon in  the  early  1990s,  raising  serious  affordability  questions  among  consumers,  in- 
surers, businesses,  and  governments  which  pay  the  bills.  Furthermore,  while  health 
care  spending  in  Vermont  historically  has  been  below  regional  and  national  aver- 
ages, the  gap  is  rapidly  closing.  We  are  in  danger  of  losing  an  important  competitive 
advantage,  which  has  helped  to  attract  good  businesses  and  good  jobs  to  the  state. 

•  Driven  by  increased  demand  (particularly  for  outpatient  care,  diagnostic  serv- 
ices, and  costly  new  drugs),  shortfalls  in  government  reimbursement,  and  the  limits 
of  Federal  research  dollars,  Vermont  hospitals  suffered  losses  of  more  than  $19  mil- 
lion in  1998  on  operating  revenues  of  $787  million.  As  a  result,  they  requested  a 
12  percent  increase  in  net  patient  revenues  in  their  year  2000  budgets. 

An  increasingly  significant  contributor  to  hospitals'  losses  is  the  failure  of  State 
and  Federal  government  to  pay  the  actual  cost  of  care  used  by  their  programs'  bene- 
ficiaries. According  to  the  Vermont  Association  of  Hospitals  and  Health  Care  Sys- 
tems, in  1998  hospitals  were  paid  $40  million  less  than  their  cost  of  providing  care 
to  Medicare  and  Medicaid  patients,  in  effect  forcing  them  to  try  to  collect  the  short- 
fall from  self-paying  and  privately  insured  patients.  The  estimated  Medicare  and 
Medicaid  shortfall  in  year  2000  hospital  budget  submissions  rises  to  $54.6  million, 
on  charges  of  $550  million.  Medicaid  reimbursement  to  physicians  is  even  less  suffi- 
cient, reportedly  averaging  less  than  50  percent  of  charges. 

•  Health  insurers  in  Vermont  lost  nearly  $70  million  over  the  past  three  years, 
and  as  a  result  are  estimating  that  premiums  must  go  up  15%  per  year  for  the 
forseeable  future.  Several  health  insurance  companies  (including  Kaiser- 
Permanente,  the  state's  second  largest  private  insurer)  have  pulled  out  of  the  state 
or  are  planning  to  leave,  reducing  the  choice  of  health  plans  for  consumers  and  busi- 
nesses, and  weakening  the  competition  among  insurers  that  has  helped  keep  costs 
down.  Kaiser-Permanente's  inability  to  find  a  buyer  for  its  92,000  Vermont  cus- 
tomers raises  serious  questions  about  the  viability  of  private  health  insurance  in  the 
state,  given  the  present  regulatory  and  competitive  environment. 

Health  insurers'  problems  were,  in  part,  self-generated.  Aggressive  competition 
from  new  entrants  in  the  market  caused  the  incumbents  to  under-price  their  prod- 
ucts to  retain  market  share. 

However,  in  1998  the  Vermont  Legislature  passed  several  laws  requiring  coverage 
of  new  benefits  (e.g.,  for  mental  health  services,  diabetic  supplies,  and  chiropractic 
care)  in  all  licensed  insurers'  standard  contracts.  These  mandates  alone  added  about 
7.5  percent  to  the  cost  of  coverage — roughly  $500  per  year  per  family. 

Increasing  losses  that  result  from  higher  utilization,  mandated  benefits,  and 
underpriced  products  have  left  the  insurers  remaining  in  the  state  extremely  vul- 
nerable. 

•  Seeking  to  avoid  increases  in  health  insurance  benefit  costs,  more  and  more 
Vermont  businesses — particularly  those  with  younger  and  healthier  employees — are 
turning  to  self-insurance,  and/or  reducing  their  benefit  packages,  or  dropping  health 
insurance  altogether. 

Self-insurance  is  perceived  as  having  two  advantages:  First,  it  permits  businesses 
to  avoid  mandated  coverages,  thus  helping  control  costs  for  benefits  that  their  em- 
ployees may  not  necessarily  need  or  want.  Second,  by  removing  themselves  from 
larger  insurance  pools,  which  may  include  older  and  less  healthy  workers,  compa- 
nies can  reap  direct  benefits  from  behavioral  changes  among  their  own  employees. 
Unfortunately,  the  migration  of  better  risk  customers  to  self-coverage  leaves  the  in- 
surance companies  with  sicker  and  costlier  participants,  driving  up  their  costs  even 
further  and  eventually  forcing  marginal-income  customers  out  of  the  market. 

Further,  the  declining  percentage  of  privately  insured  (and  better  paying)  patients 
leaves  providers  of  care  more  dependent  on  poorly  funded  government  programs, 
with  consequent  negative  impacts  on  their  ability  to  maintain  a  high  quality  deliv- 
ery system.  Over  time  as  more  people  fall  back  on  government  programs,  taxes  will 
inevitably  go  up,  making  it  more  difficult  for  Vermont  to  compete  for  businesses 
willing  to  locate  in  the  state. 

Three  other  unfortunate  factors  exacerbate  the  impacts  of  these  problems  on  con- 
sumers in  Vermont. 
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First,  as  earlier  Vermont  Business  Rcurdtable  surveys  have  shewn,  most  employ- 
ers do  not  absorb  health  insurance  cost  increases.  Rather  they  raise  employee  out- 
of  pocket  contributions,  raise  deductibles  or  co-pays,  reduce  benefits,  or  otherwise 
pais  along  the  turner  cost  cc  employees  In  the  worst  case,  they  drop  health  insur- 
ance altogether,  this  is  particularly  likely  in  small  irms.  The  latest  available  State 
data  shew  that  only  27  percent  of  workers  in  Vermont  cirms  employing  fewer  than 
1C  people  are  offered  health  insurance. 

Second,  because  average  wage  levels  in  Vermont  are  lower  than  elsewhere  in  the 
region,  rising  health  costs  hurt  Verm  enters  mere  than  they  would  people  in  other 
states,  who  are  more  able  to  pay.  In  effect,  then,  even  if  our  costs  are  equal  to  or 
slightly  below  national  averages  the  curden  on  the  average  family  is  no  less — and 
probably  is  greater — than  elsewhere  in  the  nation. 

More  tec  tie  work  cor  very  small  businesses  in  Vermont  than  virtually  any  other 
state  in  the  nation  -  est  ic  e  the  State's  etc  cms  to  implement  community 'rating, 
small  businesses  pay  nigher  premiums  for  healch  insurance  coverage  than  larger 
nrms  pay.  r  ucrchermcre.  workers  in  smaller  businesses  typically  earn  lower  salaries 
and  -usually  have  cc  pay  a  greater  portion  :f  health  insurance  premiums  out  of  their 
cwn  pockets  As  uses  continue  cc  rise  mere  and  mere  low-wage  workers  in  small 
firms  drop  out  of  the  insurance  market  simply  because  they  can't  afford  coverage. 

Vermont  then,  needs  to  be  extraordinarily  sensitive  to  the  need  to  control  the  spi- 
ri-.rg  ccscs  of  nealcn  care  Act ore  ability  15  a  serious  and  0: .  wing  problem,  even 
among  these  wh:  nave  good  healch  insurance  available.  At  average  family  pre- 
miums of  $6,000  per  year  and  median  family  income  of  $47,300,  we  may  already 
have  reached  the  peine  where  health  insurance  affordability  becomes  a  very  serous 
problem 

A  third,  unique  Vermont  problem  has  recently  been  coming  into  focus:  the  grow- 
ing imbalance  between  the  scire  and  quality  of  health  insurance  paid  for  by  the 
State  fer  Medicaid  recipients,  ana  that  generally  held  by  workers  in  hundreds  of 
small  companies  acrcss  the  scace 

"■"ermines  Medicaid  program  includes  comprehensive,  no-deductible  coverage  of  a 
very  tread  benefit  package,  including  preventive  care,  dental  care  and  prescription 
drugs.  Copay  amounts  are  small  e.g..  $2  for  a  physician  ofence  visit  .  except  for  the 
prescription  drug  clan  which  has  el  percent  cc- insurance.  Premium  payments  are 
scaled  to  income  up  to  a  maximum  of  §20  per  month.  The  Dr.  Dynasaur  program 
fir  pregnant  w crier,  ana  children  provides  similarly  comprehensive  coverage  at  fam- 
ily incomes  up  to  $50,000  per  year  at  \tirtually  no  cost. 

By  comparison,  the  average  indemnity  package  held  by  working  people  in  Ver- 
mont is  far  less  comprehensive  and  requires  significant  out-of-pocket  deductibles 
typically  $500  per  family  before  any  benefits  are  available,  plus  209c  of  charges 
for  most  covered  ser.oees  Lace  1999  small  group  premiums  for  this  benefit  see 
ranged  from  $400  to  $575  per  month  for  family  coverage. 

Non-group  coverage  for  persons  unable  to  get  group  insurance  imposes  even 
higher  Grant-end  deductibles  currently  averaging  $3,000  per  year  per  family)  and 
co-pays  averaging  11  percent  cf  charges.  Non-group  rates  vary  by  insurer,  but  gen- 
erally exceed  group  premiums  by  at  least  20  percent. 

Medicaid  ana  Jr  Dyrasaur  famines  of  four  with  incomes  up  to  $50,000  a  year 
can  acquire  broadly  comprehensive  health  coverage  at  very  low  out-of-pocket  ex- 
pense But  another  family  of  four  earning  only  a  little  more  mn.se  pay  several  thou- 
sand dollars  a  year  for  health  insurance  premiums,  plus  substantial  out-of-pocket 
deductibles  and  co-pays,  plus  an  income  tax  contribution  to  the  State's  general  rand 
ei  sue  si  one  the  free  care  for  the  family  down  the  street. 

The  working  family  also  pays  substantial  Federal  Medicare  taxes  to  subsidize 
health  care  for  the  elderly.  Finally.  Federal  and  State  tax  policy  makes  it  very  dif- 
ficult for  employees  if  smaller  companies  to  deduct  health  insurance  ana  co-pay  ex- 
penses unless  one  cecal  amount  exceeds  7  5  percent  cf  income 

Commendably  the  State  of  Vermont  is  achieving  one  laudable  social  objective, 
i.e..  provding  healch  insurance  e'er  children  -  and  no  one  would  want  to  reverse  re- 
cent gains  in  this  regard.  But.  legitimate  questions  can  and  should  be  raised  as  to 
whether  this  progress  is  coming  at  increasingly  onerous — and  some  think  unfair- 
costs  to  the  working  individual  or  family. 

As  private  health  insurance  costs  go  up.  and  as  employers  pass  more  of  the  cost 
along  to  employees  or  drop  insurance  altogether,  the  apparent  inequities  worsen  be- 
tween those  covered  by  State-sponsored  and  private  insurance  programs. 

Further,  if  present  sources  of  funding  to  the  state  dry  up  e.g..  tobacco  money  . 
•understandably  there  will  be  great  reluctance  to  cut  government  program  benefits 
cr  reduce  eligibility,  bringing  more  pressure  to  pay  providers  less  adequately  and 
force  them  to  shift  even  more  cost  to  private  insurers. 
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In  addition  to  the  escalating  burden  placed  on  working  people  who  pay  most  of 
their  own  premiums,  the  cost  shift  also  hurts  businesses  that  are  trying  to  provide 
good  jobs  in  an  often  difficult  Vermont  business  environment. 

On  balance  Vermont's  health  care  system  has  been  an  asset  in  Vermont's  on-going 
struggle  to  attract  and  retain  good  companies  with  high  paying,  desirable  employ- 
ment opportunities  to  the  state.  But  the  system  is  showing  strain  and  action  is 
needed  now  to  assure  that  a  competitive  asset  does  not  become  a  disadvantage. 

The  American  public  appears  to  believe  that  more  health  care  is  always  better 
health  care,  and  that  unlimited  access  to  unlimited  amounts  of  health  care  is  a 
"right,"  regardless  of  whether  the  individual  has  personal  resources  to  pay  for  it. 

That  public  mindset  drives  the  growth  of  government  sponsored  programs  like 
Medicare  and  Medicaid,  encourages  legislators  to  "mandate"  new  private  insurance 
benefits,  and  hampers  cost  containment  efforts,  such  as  HMOs'  limitations  on  choice 
of  physicians  or  use  of  generic  drugs. 

Further,  it  encourages  or  requires  providers  to  keep  inventing  newer,  costlier,  and 
presumably  better  ways  to  provide  more  health  care  services.  This  public  attitude 
may  be  the  single  most  significant  reason  why  the  United  States  spends  almost 
twice  as  much  of  its  GDP  on  health  care  as  any  other  developed  nation. 

Now,  however,  a  number  of  health  care  experts  are  beginning  to  argue  that  we 
cannot  keep  allocating  unlimited  resources  to  the  system.  One  proponent  of  these 
views  is  Richard  D.  Lamm,  a  former  Governor  of  Colorado,  now  Director  of  the  Cen- 
ter for  Public  Policy  and  Contemporary  Issues  at  the  University  of  Denver  who 
spoke  in  Vermont  in  January  at  the  invitation  of  the  Vermont  Business  Roundtable. 

He  notes  that  over  the  last  three  decades  the  U.S.  has  practiced  "spare  no  cost" 
medicine,  involving  "the  most  massive  transfer  of  wealth  into  one  sector  (health 
care)  that  history  has  ever  seen,"  and  driving  the  cost  of  health  care  from  4  percent 
of  GNP  to  14  percent.  "Seemingly  endless  pools  of  money,"  he  says,  "allowed  us  to 
do  everything  'beneficial'  for  everyone  lucky  enough  to  be  in  the  system."  But,  draw- 
ing on  his  experience  as  Governor,  Lamm  says  that  "beneficial"  is  an  unsustainable 
standard. 

"We  can  no  more  afford  to  do  everything  beneficial  for  every  patient  than  the  edu- 
cation system  can  do  everything  beneficial  for  every  student  or  the  police  depart- 
ment for  every  citizen.  No  society,  no  matter  how  rich,  can  fund  such  a  yardstick 
or  sustain  such  an  open-ended  system.  We  are  delivering,"  he  says,  "and  the  public 
is  expecting,  more  medicine  than  we  can  afford  to  sustain,  and  using  a  standard — 
beneficial — which  will  bankrupt  us.  Modem  medicine,"  Lamm  concludes,  "must  rec- 
ognize that  resources  are  limited,  choices  are  inevitable,  and  that  today's  status  quo 
is  unsustainable." 

When  spending  public  funds,"  Lamm  says,  "we  shall  have  to  forego  some  medical 
care  so  that  we  can  maximize  the  health  of  the  group.  We  must  decide  what  mar- 
ginal medicine  we  can  morally  leave  undone.  This  is  a  dilemma  so  new  that  neither 
our  social,  legal,  and  religious  institutions,  nor  our  health  care  providers  or  consum- 
ers have  developed  a  satisfactory  way  of  coping." 

"Government's  role  is  qualitatively  and  quantitatively  different  from  the  role  of 
providers  of  care.  Government  can  never  fund  all  the  beneficial  health  services  a 
caring,  imaginative,  and  technologically  advanced  society  can  develop. 

No  one  has  conclusively  articulated,  either  to  the  public  or  to  health  care  provid- 
ers, that  what  we  are  now  doing  cannot  long  continue  .  .  .  Government  refuses  to 
set  limits,  yet  pretends  that  there  are  no  limits  .  .  .  Government  is  not  about  what 
we  need,  rather,  it  is  about  what  we  can  afford." 

Lamm's  views  may  be  particularly  noteworthy  in  Vermont,  where  beneficiaries  of 
government  programs  account  for  more  than  44  percent  of  all  health  care  expendi- 
tures, making  government  the  largest  single  payer  in  the  state. 

Given  the  premise  that  resources  are  limited,  and  that  priorities  must  be  set,  it 
is  particularly  important  that  small  states  like  Vermont  focus  less  attention  on  giv- 
ing some  of  the  people  everything  they  want  and  try  to  give  more  of  the  people  what 
they  truly  need. 

The  Vermont  Business  Roundtable  recognizes  that  Vermont's  health  care  system 
is  operated  by  a  diverse,  multi-functional,  and  dedicated  group  of  independent  enti- 
ties, that  it  is  constrained  by  complex  legal  issues,  and  impacted  by  thousands  of 
individual  and  group  decisions  made  daily  under  often  urgent  circumstances.  Cer- 
tainly controlled,  significant  change  is  difficult  to  achieve. 

Since  businesses  ultimately  pay  much  of  the  cost  of  health  care,  either  through 
taxes,  fringe  benefit  costs,  or  charitable  contributions.  Business  therefore  deserves 
a  strong  voice  in  health  care  policy  dialogues  and  can  offer  responsible  points  of 
view. 
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In  that  context  the  Roundtable  set  forth  the  following  principles,  or  policy  points, 
and  several  specific  recommendations  that  we  think  will  help  heal  some  of  the 
health  care  system's  current  ailments.  A  few  of  them  include: 

Access  to  Care 

The  Roundtable  believes  that  all  Vermonters  should  have  access  to  necessary, 
high  quality  health  care.  But  universal  access  cannot  mean  unlimited  or  unre- 
strained access.  To  assure  an  equitable  and  affordable  system  of  health  care  deliv- 
ery, we  must  be  prepared  to  control  costs  by  accepting  reasonable,  non-discrimina- 
tory constraints  on  access. 

Prioritizing  Health  Benefits 

Since  an  affordable  system  cannot  provide  all  health  benefits  that  might  be 
deemed  beneficial,  public  policy  must  prioritize  the  health  benefits  subsidized  or 
paid  for  by  the  public.  We  must  rationally  define  the  essential  benefits  to  be  cov- 
ered— those  benefits  most  necessary  to  restore  and/or  maintain  health.  Since  any 
system  of  priorities  will  have  exclusions,  this  process  will  raise  difficult  political  and 
ethical  issues,  but  these  cannot  be  avoided. 

Maintaining  a  Competitive,  Multi-Payer  Market 

The  Roundtable  believes  that  the  most  effective,  socially  acceptable,  and  politi- 
cally realistic  method  of  funding  health  care  and  access  to  care  is  a  combination  of 
self  payment,  private  health  insurance'  and  government  programs,  each  of  which 
pays  its  fairly  allocated  share  of  reasonable  and  necessary  costs.  Government  policy 
should  promote,  not  impede,  the  development  of  a  healthy,  competitive  marketplace 
for  private  insurance  in  Vermont,  since  this  is  essential  to  maintaining  quality  and 
affordability  of  care. 

Fair  Government  Funding 

Government  should  pay  the  full,  reasonable  cost  of  the  care  it  provides.  This 
means  that  government  must  either  increase  payments  to  providers  of  benefits  for 
Medicare  and  Medicaid  recipients,  or — if  that  is  deemed  unaffordable — then  it  must 
reduce  benefits.  Government,  like  other  health  care  consumers,  must  live  within  its 
means. 

Maintaining  An  Important  Asset 

Vermont's  existing  health  care  system  has  many  valuable  assets,  including  a  first- 
rate  medical  school  and  academic  medical  center,  and  a  strong  system  of  commu- 
nity-based, non-profit  health  care  providers.  These  assets  provide  a  strong  founda- 
tion for  an  excellent  health  care  delivery  system,  and  also  serve  as  a  powerful  eco- 
nomic engine  in  the  state.  Public  policy  must  take  into  account  the  need  to  maintain 
and  preserve  these  valuable  assets,  since  a  viable,  well-funded  health  care  system 
is  a  lynchpin  of  the  State's  continued  ecor-omic  well  being. 

Vermont  Not  An  Island 

Businesses  in  Vermont,  compete  not  only  with  our  New  England  neighbors  but 
increasingly  across  the  U.S.  and  internationally.  Policymakers  should  think  of 
wages  and  fringe  benefit  expense  as  a  single  component  of  the  overall  cost  of  doing 
business.  If  health  care  costs  escalate,  and  a  competitive  market  does  not  permit 
businesses  to  raise  prices,  there  is  less  money  available  for  wages.  Therefore  any 
actions  that  increase  the  cost  of  health  care  in  the  final  analysis  are  borne  by  em- 
ployees, not  employers.  The  long-term  impacts  of  health  care  decisions  on  Vermont's 
ability  to  compete  economically  must  be  taken  seriously  into  consideration  when  de- 
cisions are  made. 

Mandates  Cost  Impact  Analysis 

Policymakers  should  be  required  to  identify  and  justify  these  added  costs,  before 
enacting  new  health  care  benefits  or  regulations,  by  conducting  independent  cost- 
benefit  analyses  measuring  the  likely  cost  impacts  of  new  laws  or  regulations 
against  their  perceived  benefits. 

Improved  Information  Flow 

The  Roundtable  believes  public  and  individual  understanding  of  and  involvement 
in  health  care  decision-making  can  positively  affect  health  care  outcomes  and  help 
control  costs.  The  public  needs  clear,  easily  accessible  information  on  the  compara- 
tive costs  and  relative  effectiveness  of  various  health  care  services  and  treatment 
methods,  as  well  as  understandable,  regularly  updated  data  on  the  training,  out- 
come records  and  similar  measures  of  the  capabilities  of  medical  professionals  and 
institutions. 

Controlling  Prescription  Drug  Costs 

According  to  USA  Today,  U.S.  consumers  are  paying  for  much  of  the  world's  drug 
research  via  prices  that  substantially  exceed  the  government-controlled  prices  in 
most  other  developed  countries.  Drug  manufacturers  argue  that  U.S.  profits  are  nec- 
essary to  fund  their  research  capacity  that  keeps  new,  lifesaving  drugs  coming  on 
line. 
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But,  Consumer  Reports  says  the  industry  spends  more  money  on  advertising  (an 
estimated  $1.8  billion  this  year)  than  it  does  on  research.  USA  Today  points  out 
that  the  U.S.  is  the  only  industrialized  country  that  permits  prescription  drugs  to 
be  advertised  directly  to  consumers.  And,  the  ten  most  heavily  advertised  drugs  ac- 
counted for  22  percent  of  the  increase  in  total  prescription  drug  spending  since 
1993. 

Further,  the  U.S.  prohibits  the  importation  of  drugs  that  are  sold  cheaper  else- 
where, while  most  European  countries  encourage  such  comparison  shopping.  U.S. 
retailers  may  not  import  Prozac,  for  example,  from  Canada,  where  it  costs  53  per- 
cent less  than  in  the  U.S.  and  is  manufactured  in  the  same  plant. 

The  burden  of  runaway  drug  prices  falls  heavily  on  business,  for  those  employees 
with  health  insurance  coverage,  and  on  taxpayers,  who  fund  the  costs  of  prescription 
drug  coverage  for  Medicaid  recipients.  But  millions  of  people  across  the  U.S.  and 
in  Vermont  have  no  drug  coverage  at  all,  and  must  pay  the  cost  out  of  pocket. 

Giving  more  people  access  to  private  or  public  insurance  would  help  those  with 
limited  or  no  coverage,  but  costs  would  be  astronomical  unless  the  underlying  prob- 
lems that  drive  up  drug  prices  and  usage  are  first  addressed. 

And,  as  the  Rutland  Herald  points  out,  state-level  solutions  often  are  complicated, 
if  not  prohibited  outright,  by  Federal  Laws,  regulations  and  constitutional  issues. 
Clearly  this  is  a  problem  that  cries  for  concerted  and  coordinated  action  among 
State  and  Federal  policymakers,  focusing  on  solutions  rather  than  merely  expan- 
sions of  eligibility  and  more  spending. 

Large  insurance  companies  in  the  U.S.  already  purchase  drugs  on  behalf  of  in- 
sureds at  very  substantial  discounts  via  rebates  directly  from  the  manufacturers. 
Similar  discounts  might  be  negotiated  for  all  insureds  (including  those  without  pre- 
scription drug  coverage)  and  vouchers  issued  allowing  purchase  of  drugs  at  the 
lower  price. 

U.S.  law  already  requires  pharmaceutical  companies  to  sell  drugs  to  the  govern- 
ment at  the  best  wholesale  prices  given  to  the  largest  private  customers.  And,  cer- 
tain Federal  agencies  (e.g.,  the  Veterans  Administration)  get  an  additional  25  per- 
cent discount,  essentially  bringing  prices  down  to  international  levels.  And,  drug 
companies  pay  some  state  governments  up  to  15  percent  of  average  wholesale  price 
for  drugs  sold  to  Medicaid  recipients. 

Government  should  seriously  explore,  as  a  useful  and  legal  first  step,  negotiating 
reduced  prices  on  behalf  of  the  public.  Leading  insurance  companies  with  relevant 
expertise  should  step  forward  to  help  structure  legally  acceptable  approaches. 

Continuing  Dialogue  Needed 

The  Vermont  Business  Roundtable's  intent  is  to  highlight  growing  concerns  about 
whether  U.S.  citizens  and  particularly  Vermonters  really  need  all  the  health  care 
we  are  demanding;  whether  more  health  care  services  necessarily  equate  to  better 
health;  and  especially  whether  we  can  continue  to  sustain  current  rates  of  increase 
in  health  care  spending. 

If  indeed,  as  former  Governor  Lamm  and  others  have  suggested,  we  have  become 
accustomed  to  "blank  check  medicine,"  what  may  be  needed  is  a  significant  attitu- 
dinal  change  among  providers,  administrators,  policymakers,  and  the  consuming 
public. 

The  Roundtable  encourages  continued  examination  of  these  important  issues  by 
health  care  professionals,  government,  and  other  policymakers,  with  business  add- 
ing a  respected  and  needed  voice. 

The  Chairman.  Thank  you  very  much.  That  is  an  excellent  over- 
view of  the  problems.  I  will  be  coming  back  with  questions  after 
each  witness  has  had  an  opportunity  to  testify. 

Also  appearing  on  the  first  panel  is  Mr.  Frank  Driscoll,  president 
of  Decision  Support,  a  project  management  consulting  practice 
which  he  began  in  1988,  and  is  situated  mainly  in  Burlington,  VT. 
Mr.  Driscoll  founded  his  company  following  a  17-year  career  at 
IBM  Corporation,  which  he  left  to  become  self-employed.  This  tran- 
sition led  to  his  intensive  research  of  health  care  choices  available 
to  his  family. 

Mr.  Driscoll's  community  involvement  includes  his  active  partici- 
pation with  the  Leadership  Champlain  Alumni  Council  and  the 
Champlain  Valley  Chapter  of  the  Project  Management  Institute,  as 
well  as  service  as  chairperson  of  the  Fletcher  Select  Board  and  the 
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implementation  coordinator  of  the  E-911  program,  and  on  the 
board  of  trustees  of  Laraway  School,  Johnson,  VT. 
Mr.  Driscoll,  welcome.  Look  forward  to  your  remarks. 

STATEMENT  OF  FRANK  DRISCOLL,  PRESIDENT,  DECISION 
SUPPORT,  INC.,  EAST  FAIRFIELD,  VT 

Mr.  Driscoll.  Thank  you  very  much  for  inviting  me  today,  Sen- 
ator Jeffords.  In  1988  I  made  a  significant  lifestyle  decision  opting 
to  become  a  self-employed  management  consultant.  At  the  time  of 
the  decision  I  had  been  employed  by  the  IBM  corporation  for  just 
over  17  years  and  was  married  with  three  children  ages  12,  9  and 
6. 

Two  events  of  note  occurred  during  my  preparation  to  leave  IBM. 
The  first,  not  really  germane  to  this  meeting  today,  was  a  realiza- 
tion on  my  part  about  how  exceptional  it  was  to  leave  the  comfort 
of  corporate  life.  In  the  1988  time  frame  when  the  three  managers 
in  my  management  chain,  none  having  ever  terminated  an  em- 
ployee from  the  IBM  corporation,  and  representing  somewhere  in 
the  area  of  25  years  of  management  experience,  needed  to  seek  ad- 
vice from  the  human  resources  department.  And  I  knew  right  then 
that  there  was  at  least  some  form  of  a  bad  omen  in  the  air.  And 
one  of  those  omens  happened  to  be  health  care  coverage. 

Second,  and  more  pertinent,  were  the  responses  from  my  fellow 
employees.  They  came  in  the  manner  of  condolences  at  that  point 
in  time,  as  they  rhetorically  pondered  how  would  I  be  able  to  send 
my  children  to  college,  whether  I  was  doing  a  disservice  to  them, 
how  I  could  achieve  the  salary  I  received  at  IBM,  and  most  impor- 
tantly how  would  I  be  able  to  secure  adequate  and  affordable 
health  care  coverage  outside  of  the  corporate  umbrella. 

I  would  like  to  offer  some  thoughts  on  two  topic  areas:  Health 
care  insurance  costs,  which  I  now  pay  for  myself,  and  coverage  op- 
tions. 

In  terms  of  cost,  in  1988  I  transitioned  from  a  position  of  having 
a  very  high  quality  of  health  care  coverage  for  myself  and  my  fam- 
ily as  a  benefit  of  employment  with  no  financial  contributions  or 
deductions  from  my  salary. 

My  recollection,  and  I  was  not  able  to  secure  these  records,  they 
are  all  filed  away,  is  that  in  September  of  1988  I  paid  a  S3, 600  an- 
nual premium  for  a  health  insurance  policy,  which  also  required 
matching  payments  of  20  percent  for  health  care  costs  of  up  to 
$1,000.  The  $1,000  out-of-pocket  maximum  was  for  each  of  my  five 
family  members  at  the  time. 

In  1999  my  annual  payments  had  increased  to  $5500,  an  in- 
crease of  53  percent.  I  paid  an  additional  $1200  in  co-payment  fees 
and  for  dental  coverage  not  provided  by  my  policy.  The  policy  in 
1988  covered  five  family  members,  but  in  1999  it  only  covered  four 
members. 

As  a  self-employed  consultant  providing  services  to  the  Bur- 
lington, VT,  area,  $6700  annually  is  a  significant  financial  factor 
that  I  must  plan  for  in  determining  how  my  business  revenue  is 
budgeted. 

In  the  area  of  health  care  options,  in  the  12  years  that  I  have 
been  self-employed,  I  have  had  three  health  care  insurance  provid- 
ers, one  of  them  being  the  organization  that  just  recently  left  that 
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Maxine  had  mentioned.  Switching  insurance  providers  was  not  my 
prerogative,  as  the  first  two  carriers  I  contracted  with  ceased  offer- 
ing services  in  Vermont. 

Identifying  potential  carriers;  securing  information  about  policy 
options,  coverage  and  premium  fees;  and  filing  applications,  all  are 
consuming  and  quite  stressful  tasks  that  require  a  significant  in- 
vestment of  time  and  a  diligent  level  of  analysis  and  thought. 

As  one  of  the  largest  dollar  outlays  in  a  family  budget,  it  is  im- 
perative that  you  optimize  your  contributions  by  hopefully  choosing 
the  most  appropriate  monthly  fee,  balanced  by  co-payment  options 
and  available  services.  If  you  succeed  in  your  planning  process, 
your  budgeted  outlay  can  be  accommodated  in  your  monthly  budg- 
et. 

If  you  fail  to  foresee  your  health  care  needs,  which  none  of  us  are 
really  capable  of  that  kind  of  foresight,  as  my  wife  and  I  found  in 
1995  when  we  experienced  difficulties  with  my  daughter's  chronic 
foot  problem,  then  you  are  forced  to  modify  your  budget  projections 
and  outlays  while  negotiating  with  the  health  care  providers  of  ex- 
tended services.  This  is  a  double  whammy  for  a  self-employed  per- 
son. 

I  have  often  thought  it  is  somewhat  ironic  that  at  the  same  time 
I  became  fully  responsible  for  all  of  my  health  care  insurance  costs, 
I  also  became  responsible  for  spending  a  considerable  amount  of 
time  conducting  research  and  analysis,  time  that  I  should  have 
been  investing  in  generating  revenue  to  pay  the  additional  bill  that 
I  now  took  on  under  my  own  responsibility. 

In  conclusion,  becoming  a  self-employed  consultant  was  really 
the  highlight  of  my  business  career,  a  choice  that  I  have  never  had 
second  thoughts  about.  And  I  am  fortunate  that  the  lean  times  of 
initial  self-employment  have  been  quite  short  for  me.  I  have  been 
able  to  pay  my  bills  and  secure  at  some  expense  and  time  health 
care  and  coverage. 

However,  health  care  coverage  is  one  of  the  most  significant 
items  in  my  budget.  I  am  aware  of  a  large  number  of  self-employed 
people  who  opt  not  to  have  health  insurance  primarily  due  to  eco- 
nomic factors.  And  I  am  particularly  distressed  by  the  number  of 
young  adults  in  my  children's  peer  groups  who  have  no  health  in- 
surance, many  of  them  employed  in  occupations  that  pose  much 
greater  risk  to  their  health  than  my  occupation.  All  I  have  to  worry 
about  is  flip  chart  stands  falling  over  on  me.  [Laughter.] 

I  strongly  support  the  Jeffords  Health  CARE  Act  legislation  as 
a  significant  effort  to  ensure  that  all  Americans  can  secure  health 
care  services  affordably.  And  I  thank  you  very  much  for  securing 
my  testimony. 

The  Chairman.  Well,  thank  you  for  your  excellent  testimony  and 
help  in  understanding  the  problems  of  people  in  your  situation. 
Mr.  Driscoll.  Thank  you. 

[The  prepared  statement  of  Mr.  Driscoll  follows:] 

Prepared  Statement  of  Frank  X.  Driscoll 

In  1988  I  made  a  significant  life-style  decision,  opting  to  become  a  self-employed 
management  consultant.  At  the  time  of  this  decision  I  had  been  employed  by  the 
IBM  Corporation  for  over  17  years  and  was  married  with  3  children,  ages  12,  9,  and 
6. 

Two  events  of  note  occurred  during  my  preparation  to  leave  IBM. 
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First,  I  realized  how  exceptional  it  was  to  leave  the  comfort  of  corporate  life  in 
the  1988  time-frame  when  the  3  managers  in  my  direct  chain  of  management,  none 
having  ever  terminated  an  employee,  needed  to  seek  advice  from  the  Human  Re- 
sources Department. 

Second,  and  more  pertinent,  were  the  responses  from  my  fellow  employees — con- 
dolences, really — as  they  rhetorically  pondered  how  I  would  send  my  children  to  col- 
lege, how  I  could  achieve  the  salary  that  I  received  at  IBM,  and  how  I  would  secure 
adequate  and  affordable  health  care  coverage. 

I  would  like  to  offer  you  some  thoughts  in  2  topic  areas:  health  care  insurance 
cost  and  coverage  options: 

1.  Cost: 

In  1988  I  transitioned  from  a  position  of  having  a  high  quality  of  health  care  cov- 
erage for  myself  and  my  family  as  a  benefit  of  employment,  with  no  financial  con- 
tributions or  deductions  from  my  salary. 

My  recollection  is  that  beginning  in  September  of  1988  I  paid  a  $3,600  annual 
premium  for  a  health  insurance  policy,  which  also  required  matching  payments  of 
20  percent  for  health  care  costs  up  to  $1000. 

In  1999  my  annual  premium  had  increased  to  $5,500 — an  increase  of  53  percent — 
and  I  paid  an  additional  $1,200  in  co-payment  fees  and  for  Dental  coverage  not  pro- 
vided by  my  policy.  In  1988  my  policy  covered  5  family  members;  in  1999  it  covered 
4. 

As  a  self-employed  consultant  providing  services  in  the  Burlington,  Vermont  area, 
$6,700  is  a  significant  financial  factor  that  I  must  plan  for  in  determining  how  my 
business  revenue  is  budgeted. 

2.  Options: 

In  the  12  years  that  I  have  been  self-employed  I  have  had  3  health  care  insurance 
providers.  Switching  insurance  providers  was  not  my  prerogative  as  the  first  two 
carriers  I  contracted  with  ceased  offering  services  in  Vermont. 

Identifying  potential  carriers;  securing  information  about  policy  options,  coverage, 
and  premium  fees;  and,  filing  applications  are  time  consuming,  and  quite  stressful 
tasks.  They  require  a  significant  investment  of  time  and  a  diligent  level  of  analysis 
and  thought. 

As  one  of  the  largest  dollar  outlays  in  a  family  budget,  it  is  imperative  that  you 
optimize  your  contribution  by  (hopefully)  choosing  the  most  appropriate  monthly  fee, 
balanced  by  co-payment  options  and  available  services. 

If  you  succeed  in  your  planning  process,  your  budgeted  outlay  can  be  accommo- 
dated in  a  monthly  budget. 

If  you  fail  to  foresee  health  care  needs — as  my  wife  and  I  did  in  1995  when  my 
daughter  suffered  from  a  chronic  foot  problem — then  you  are  forced  to  modify  your 
budget  projections  and  outlays,  while  negotiating  with  the  health  insurance  carrier 
to  secure  extended  services. 

I  have  often  thought  that  it  is  somewhat  ironic  that  at  the  same  time  that  I  be- 
came fully  responsible  for  all  of  my  health  care  insurance  costs,  I  also  became  re- 
sponsible for  spending  a  considerable  amount  of  time  conducting  research  and  anal- 
ysis -  time  that  I  should  have  been  investing  in  generating  revenue  to  pay  that  addi- 
tional bill. 

Conclusion: 

Becoming  a  self-employed  consultant  was  the  highlight  of  my  business  career,  a 
choice  that  I  have  never  had  second  thoughts  about.  And  I  am  fortunate  that  the 
lean  times  of  initial  self-employment  were  quite  short  for  me. 

However,  health  insurance  coverage  is  one  of  the  most  significant  items  in  my 
budget;  I  am  aware  of  a  large  number  of  self-employed  people  who  opt  not  to  have 
health  insurance,  primarily  due  to  economic  factors.  And,  I  am  particularly  dis- 
tressed by  the  number  of  young  adults  in  my  children's  peer  groups  who  have  no 
health  insurance,  many  of  them  employed  in  occupations  that  pose  much  greater 
risk  of  health  problems  than  my  occupation. 

I  strongly  support  The  Jeffords  Health  C.A.R.E.  Act  legislation  as  a  significant  ef- 
fort to  ensure  that  all  Americans  can  secure  health  care  services. 

The  Chairman.  Next,  I  am  happy  to  introduce  Mr.  David  Rey- 
nolds, founding  executive  director  of  Northern  Counties  Health 
Care,  Inc.,  NCHC,  a  consumer-governed  network  of  four  community 
health  centers  and  a  home  care  and  hospice  agency.  Founded  in 
1976,  NCHC  is  the  sole  provider  of  primary  care  and  visiting  nurse 
services  to  the  30  towns  it  serves  in  Caledonia,  Orleans,  and  Essex 
Counties,  delivering  services  to  over  12,500  citizens. 
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Mr.  Reynolds'  academic  credentials  include  a  doctorate  in  public 
health  with  a  concentration  in  health  policy  and  a  master's  degree 
in  public  health  administration,  both  from  the  University  of  Michi- 
gan. During  his  three-year  fellowship  with  the  Kellogg  Founda- 
tion's International  Leadership  Program,  he  consulted  with  commu- 
nity development  leaders  in  southern  Africa,  Latin  America,  and 
throughout  the  United  States.  As  his  fellowship  project,  he  suc- 
ceeded in  creating  a  statewide  organization,  the  Visiting  Nurse  As- 
sociation Health  Systems,  which  has  made  it  possible  for  Vermont's 
13  Visiting  Nurse  Associations  to  harmonize  standards  of  care  and 
jointly  contract  with  insurers. 

Pleasure  to  have  you  with  us. 

Mr.  Reynolds.  Thank  you. 

The  Chairman.  I  have  admired  your  work  over  the  years. 

STATEMENT  OF  DAVID  REYNOLDS,  EXECUTIVE  DIRECTOR, 
NORTHERN  COUNTIES  HEALTH  CARE,  INC.,  ST.  JOHNSBURY, 
VT 

Mr.  Reynolds.  Thank  you  for  inviting  me.  I  would  also  like  to 
thank  your  staff,  Paul,  Karen,  Kevin  and  Kim  for  their  assistance 
and  help.  They  continue  to  do  a  great  job.  My  only  other  experience 
in  testifying  before  a  Senate  committee  was  in  Washington,  and  I 
am  pleased  to  see  you  did  not  bring  the  light  bulb  system.  You 
have  five  minutes.  They  have  a  green  light,  yellow  light  and  a  red 
light.  I  was  not  familiar  with  the  system  nor  that  I  had  five  min- 
utes, and  I  began  by  saying  I  had  three  important  points  to  make. 
And  I  made  my  first  point,  and  they  said,  thank  you,  your  time  is 
up.  I  do  not  know  what  the  other  two  were  now.  Hopefully  I  will 
do  better  this  time. 

The  Chairman.  We  are  more  flexible  here. 

Mr.  Reynolds.  I  have  been  the  executive  director  of  Northern 
Counties  Health  Care  since  its  founding.  That  organization  is  lo- 
cated in  the  poorest  and  most  rural  section  of  Vermont,  and  our 
four  community  health  centers,  as  you  indicated,  are  the  only  lo- 
cally available  sources  of  primary  care  for  those  30  towns.  And  our 
home  care  and  hospice  division  is  the  only  such  entity  in  a  county 
and  a  half  area.  To  give  you  some  sense  of  the  degree  of  the  isola- 
tion from  health  care  for  many  who  live  in  that  region,  our  Island 
Pond  Health  Center  has  the  only  dental  practice  in  Essex  County. 
Since  there  is  no  pharmacy  in  that  county,  we  act  as  the  only  dis- 
pensary of  prescription  drugs  for  the  patients  that  we  serve.  We  do 
receive  a  Federal  grant  that  is  about  11  percent  of  our  total  budget, 
and  that  enables  us  to  offer  a  sliding  scale,  so  that  those  who  earn 
less  than  200  percent  of  poverty  get  reduced  payments,  get  reduced 
charges  for  their  care. 

Thus,  I  believe  NCHC  addresses  what  I  see  as  two  components 
that  act  to  limit  access  to  health  care  in  the  United  States.  Much 
of  the  discussion  today  and  elsewhere  tends  to  talk  about  access  in 
terms  of  issues  of  financial  access  which  affects  over  44  million  un- 
insured Americans  that  you  mentioned.  This  must  be  addressed 
and  I,  therefore,  commend  your  introduction  of  S.  2320  to  assist  in 
this  critical  problem.  The  other  component  of  access,  which  often 
gets  too  little  attention,  deals  with  the  availability  of  services. 
There  remains  in  this  country  a  maldistribution  of  health  care  re- 
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sources  such  that,  according  to  a  study  done  by  the  National  Asso- 
ciation of  Community  Health  Centers,  over  43  million  Americans 
live  in  areas  classified  as  medically  underserved.  It  is  interesting 
to  me  that  how  the  more  things  change,  the  more  they  remain  the 
same. 

In  1965  Medicare  and  Medicaid  were  passed  to  help  with  finan- 
cial access.  It  is  interesting  that  that  same  year  community  health 
centers  were  created  to  provide  delivery  sites  in  poor  communities, 
and  communities  that  had  high  concentrations  of  delivery,  so  there 
would  be  an  access  point.  We  seem  to  be  in  the  same  situation 
today. 

The  fact  that  there  are  those  living  in  underserved  areas  com- 
pounds the  problems  for  those  are  also  uninsured.  But  it  also  com- 
promises receipt  of  care  by  those  who  are  insured  and/or  have  the 
ability  to  pay.  Thus,  I  believe  we  need  a  dual  approach,  one  which 
eliminates  financial  barriers  to  care,  while  also  ensuring  reason- 
able geographic  access  to  care.  To  address  one  of  these  without  ad- 
dressing the  other  will  represent  inadequate  health  policy. 

And  I  am  pleased  to  hear  that  part  of  your  bill  will  address  safe- 
ty net  providers.  For  35  years  community  health  centers  like  ours 
have  provided  financial  and  geographic  access  to  a  comprehensive 
array  of  primary  care  services.  Community  health  centers  serve 
over  10  million  Americans  in  every  State  and  territory  in  the 
union,  and  they  are  governed  by  those  who  use  their  services.  This 
assures  public  accountability  so  that  those  who  receive  care  have 
a  say  in  how  that  care  is  organized  and  delivered.  Health  center 
efficacy  and  efficiency  in  doing  so  have  been  well  documented. 

Thank  you  for  mentioning  my  doctorate  which  was  recently  be- 
stowed. As  part  of  my  dissertation  I  undertook  an  analysis  of  the 
economic  viability  of  health  centers  compared  to  HMOs  in  the 
areas  of  cost,  utilization,  and  quality.  I  was  tempted  to  use  this  op- 
portunity to  read  all  150  pages,  but  I  could  not  do  that  in  five  min- 
utes, so  I  have  included  a  chapter  which  I  think  is  available  to 
those  in  attendance. 

But  to  summarize  the  results  of  that  study  in  a  few  sentences: 
Community  health  centers  were  found  to  match  the  positive  effects 
of  HMOs  when  compared  to  traditional  fee-for-service  practices. 
Lower  cost  per  user,  reduced  hospital  admissions,  and  comparable 
or  better  quality  of  care  were  found  to  be  the  case  in  32  studies 
conducted  over  26  years.  What  is  more  compelling  about  these  find- 
ings is  that  while  HMOs  have  served  predominantly  employed, 
middle  class  families,  health  centers  have  matched  their  perform- 
ance while  serving  disadvantaged  populations.  HMOs  have  been 
less  successful  with  this  population;  witness  with  the  withdrawal 
of  managed  care  companies  from  the  Medicaid  market.  In  Vermont, 
for  example,  the  only  two  commercial  managed  care  companies 
which  did  so  no  longer  contract  with  Medicaid. 

These  findings  have  important  implications  in  the  formulation  of 
public  policy.  Even  where  managed  care  does  accept  Medicaid,  this 
still  does  not  address  access  to  care  for  the  uninsured.  Community 
health  centers  do.  Furthermore,  the  positive  effects  of  community 
health  centers,  affordability  and  accessible  locations,  make  them  a 
model  worthy  of  replication  for  all  Americans.  Accordingly,  I  rec- 
ommend the  following:  I  would  ask  your  support  for  a  Senate  Reso- 
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lution  260  which  is  called  REACH,  Resolution  to  Expand  Access  to 
Community  Health.  This  resolution  seeks  enactment  of  the  ele- 
ments contained  in  the  Bond-Hollings  Dear  Colleague  letter,  which 
I  am  pleased  that  you  signed  on  to.  It  would  double  the  appropria- 
tion for  community  health  centers  over  the  next  5  years  beginning 
with  an  increased  appropriation  of  $150  million  in  fiscal  year  2001. 

I  would  also  urge  passage  of  Senate  1277,  the  Safety  Net  Preser- 
vation Act,  also  co-sponsored  by  you,  and  which  would  provide  per- 
manent, stable  and  fair  Medicaid  payment  rates  to  health  centers 
under  a  prospective  payment  system  replacing  the  planned  phase- 
out  of  cost-based  reimbursement. 

Reauthorization  of  the  National  Health  Service  Corps,  as  out- 
lined in  the  letter  attached  to  my  testimony,  for  a  five-year  period 
in  order  to  assure  that  America's  most  underserved  communities 
have  access  to  primary  care  clinicians  in  exchange  for  Federal  sup- 
port for  their  education. 

And  passage  of  S.  2515,  this  is  a  recently  introduced  bill  by  Sen- 
ator Jay  Rockefeller.  It  is  called  MediKids  Health  Insurance  Act, 
and  it  would  provide  portable  health  insurance  coverage  to  all  chil- 
dren under  the  age  of  19.  What  often  happens  is  children  who  are 
receiving  public  assistance,  if  they  move  to  another  State,  they 
have  to  begin  the  process  all  over  again.  It  creates  difficulties  in 
continuity  of  care. 

And  then  of  course  passage  of  2320,  your  Health  Coverage,  Ac- 
cess, Relief  and  Equity  Act  which  would,  I  believe,  provide  tax 
credits  to  low  and  moderate  income  Americans  to  enable  them  to 
afford  health  insurance.  Within  this  bill  I  would  hope  that  you 
might  include  some  incentives  or  penalties  to  require  states  to 
abide  by  previous  legislation  which  mandates  that  they  outstation 
Medicaid  enrollment  activities  at  community  health  centers  so  that 
there  is  a  ready  access  point  for  people  to  enroll  quickly  in  these 
programs.  While  it  is  mandated  in  Federal  law,  more  than  half  of 
the  states  in  the  union  are  not  complying  with  that  provision,  and 
I  think  that  is  important. 

And  while  I  am  here,  I  thought  I  would  also  put  in  a  plug  for 
another  bill  that  you  introduced,  S.  2998,  which  is  the  Homebound 
Clarification  Act,  another  compelling  form  of  access.  It  deals  with 
home  care.  The  current  definition  of  what  is  homebound  is  very 
strict  and  must  require  proof  that  the  absence  from  home  is  infre- 
quent and  of  short  duration.  Your  bill  would  expand  that  definition 
so  that  it  would  provide  home  care  coverage  for  those  Americans 
who,  when  they  leave  the  home,  do  so  only  under  considerable  and 
taxing  effort.  So  I  see  a  lot  of  the  things  that  I  am  hoping  for  al- 
ready have  your  signature  on  them.  So  thank  you  very  much. 
Thank  you  for  the  opportunity. 

[The  prepared  statement  of  Mr.  Reynolds  follows:] 

Prepared  Statement  of  David  A.  V.  Reynolds 

My  name  is  David  Reynolds,  and  I  have  been  Executive  Director  of  Northern 
Counties  Health  Care,  Inc.,  since  its  founding  in  1976.  I  appreciate  the  opportunity 
to  speak  at  this  hearing  on  "ensuring  access  to  affordable  health  care"  because  that 
has  been  the  mission  of  my  organization;  indeed,  it  is  its  reason  for  existing.  Located 
in  the  poorest  and  most  rural  section  of  Vermont,  our  four  community  health  cen- 
ters are  the  only  locally  available  sources  of  primary  care  for  the  30  towns  they 
serve  in  northeastern  Vermont;  our  home  care  and  hospice  division  is  the  only  such 
entity  in  a  county  and  a  half  area.  To  give  some  sense  of  the  degree  of  isolation 
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from  health  care  for  many  in  the  region,  our  Island  Pond  Health  Center  has  the 
only  dental  practice  in  Essex  County.  Since  there  is  no  pharmacy  in  that  county, 
we  are  the  only  dispensary  of  prescription  drugs  for  the  patients  we  serve.  Through 
a  federal  grant  that  makes  up  about  11  percent  of  our  total  budget,  NCHC  offers 
a  shding  scale  for  all  who  earn  less  than  200  percent  of  the  federal  poverty  level. 

Thus,  I  believe  that  XCHC  addresses  what  I  see  as  the  two  components  that  act 
to  limit  access  to  health  care  in  the  United  States.  Most  of  the  discussion  about  ac- 
cess tends  to  revolve  around  the  issue  of  financial  access  which  affects  over  44  mil- 
lion uninsured  Americans.  This  must  be  addressed  and  I  commend  your  introduc- 
tion of  S.  2320  to  assist  in  this  critical  problem.  The  other  component  of  access, 
which  often  gets  too  little  attention,  deals  with  availability  of  services.  There  re- 
mains in  this  country  a  maldistribution  of  resources,  such  that  over  43  million 
Americans  live  in  areas  classified  as  medically  underserved  1.  This  obviously  com- 
pounds the  problems  for  those  living  in  these  areas  who  are  also  uninsured,  but  it 
also  compromises  receipt  of  care  by  those  who  are  insured  and/or  have  the  ability 
to  pay.  Thus,  we  need  a  dual  approach:  one  which  eliminates  financial  barriers  to 
care  while  insuring  reasonable  geographic  access  to  care.  To  address  one  without  ad- 
dressing the  other  will  represent  inadequate  health  policy. 

For  35  years,  community  health  centers  like  ours  have  provided  financial  and  geo- 
graphic access  to  a  comprehensive  array  of  primary  care  services.  Community 
health  centers  serve  over  10  million  Americans  in  every  state  and  territory  in  the 
union,  and  they  are  governed  by  those  who  use  their  services.  This  assures  public 
accountability,  so  that  those  who  receive  care  have  a  say  in  how  that  care  is  orga- 
nized and  delivered.  Health  center  efficacy  and  efficiency  in  doing  so  have  been  well 
documented.  As  part  of  my  doctoral  dissertation,  I  undertook  an  analysis  of  the  eco- 
nomic viability  of  health  centers  compared  to  HMOs  in  the  areas  of  cost,  utilization, 
and  quality.  'I  have  included  this  chapter  of  my  dissertation  in  the  materials  pro- 
vided to  the  Committee.)  To  summarize  the  results  in  a  few  sentences:  Community 
health  centers  were  found  to  match  the  positive  effects  of  HMOs  when  com- 
pared to  traditional  fee-for-service  practices.  Lower  cost  per  user,  reduced  hos- 
pital admissions,  and  comparable  or  better  quality  of  care  were  found  to  be  the  case 
in  32  studies  conducted  over  26  years.  What's  most  compelling  about  these  findings 
is  that,  while  HMOs  have  served  predominantly  employed,  middle  class  families, 
health  centers  have  matched  their  performance  while  serving  disadvantaged  popu- 
lations. HN40s  have  been  less  successful  with  this  population;  witness  the  with- 
drawal of  managed  care  companies  from  the  Medicaid  market.  In  Vermont,  for  ex- 
ample, the  only  two  commercial  managed  care  companies,  which  did  so,  no  longer 
contract  with  Medicaid. 

These  findings  have  important  implications  in  the  formulation  of  public  policy. 
Even  where  managed  care  does  accept  Medicaid,  this  still  does  not  address  access 
to  care  for  the  uninsured.  Community  health  centers  do.  Furthermore,  their  positive 
effects,  affordability,  and  accessible  locations  make  them  a  model  worthy  of  replica- 
tion for  all  Americans.  Accordingly,  I  recommend  the  following: 

•  Support  for  Senate  Resolution  260  (REACH  =  Resolution  to  Expand  Access 
to  Community  Health).  This  resolution  seeks  enactment  of  the  elements  contained 
in  the  Bond-Hollings  "Dear  Colleague"  letter,  also  signed  by  Senator  Jeffords.  It 
would  double  the  appropriation  for  community  health  centers  over  the  next  5  years, 
beginning  with  an  increased  appropriation  of  $150  million  in  FY  2001. 

•  Passage  of  S.  1277,  The  Safety  Net  Preservation  Act,  co-sponsored  by  Sen- 
ator Jeffords  and  which  would  provide  permanent,  stable,  and  fair  Medicaid  pay- 
ment rates  to  health  centers  under  a  prospective  payment  system,  replacing  the 
planned  phase  out  of  cost-based  reimbursement. 

•  Reauthorization  of  the  National  Health  Service  Corps,  as  outlined  in  the  let- 
ter attached  to  my  testimony,  for  five  years  in  order  to  assure  that  America's  most 
under-served  communities  have  access  to  primary  care  clinicians  in  exchange  for 
federal  support  for  their  education. 

•  Passage  of  S.  2515,  MediKids  Health  Insurance  Act,  very  recently  intro- 
duced by  Senator  Rockefeller  and  which  would  provide  portable  health  insurance 
coverage  to  all  children  under  the  age  of  19. 

•  Passage  of  S.  2320,  Health  Coverage,  Access,  Relief,  and  Equity  Act,  intro- 
duced by  Senator  Jeffords,  to  provide  tax  credits  to  low  and  moderate  income  Ameri- 
cans to  enable  them  to  afford  health  insurance.  Within  this  bill,  Congress  should 
provide  incentives  or  penalties  to  require  states  to  abide  by  previous  legislation 
mandating  outstationed  Medicaid  enrollment  activities  at  community  health  centers. 


1  National  Association  of  Community  Health  Centers,  1993.  Lives  in  the  Balance:  A  National, 
State,  and  County  Profile  of  America's  Medically  Underserved.  Washington,  DC. 
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Addendum  to  Testimony 

AN  ASSESSMENT  OF  THE  ECONOMIC  VIABILITY  OF  COMMUNITY  HEALTH 
CENTERS:  A  COMPARISON  OF  COST,  UTILIZATION,  AND  QUALITY  IN 
CHCS  AND  HMOS 

Introduction 

Since  the  passage  of  Medicare  and  Medicaid,  federal  health  policy  has  attempted 
to  balance  two  seemingly  conflicting  demands:  expanding  access  to  care  and  contain- 
ing costs.  CHCs  were  supported  initially  for  their  ability  to  do  the  former.  Later, 
in  1973,  the  development  of  HMOs  became  a  federal  interest  because  of  the  belief 
that  HMOs  would  do  both,  while  also  assuring  quality  care.  This  chapter  reviews 
some  of  this  evidence  for  HMOs  and  compares  CHC  performance  to  them.  It  will 
examine  whether  HMOs  have  lived  up  to  their  promise  in  the  areas  of  cost,  utiliza- 
tion, and  quality.  If  so,  and  if  CHCs  match  HMO  performance,  this  will  have  impli- 
cations for  CHCs  as  federal  health  policy  continues  to  develop. 

It  should  be  noted  that  this  paper  was  first  completed  in  1992.  Therefore,  it  relies 
on  evidence  about  HMOs  and  CHCs  prior  to  that  date.  However,  since  the  focus  of 
this  dissertation  is  the  CHC  program  and  its  future,  it  was  deemed  necessary  to  up- 
date the  paper  with  new  evidence.  Therefore,  endnotes  to  this  chapter  provide  infor- 
mation on  more  recent  studies  related  to  CHCs.  This  is  important  because  there 
have  been  no  published  papers  which  bring  together  the  research  on  CHCs.  Since 
the  HMO  studies  included  in  the  chapter  provide  sufficient  information  to  enable 
the  comparison  of  CHCs  to  HMOs,  the  HMO  studies  have  not  been  updated. 

The  Effects  of  HMOs 

A  review  of  the  studies  on  HMO  performance  reveals  that  methodological  flaws 
rendered  their  initial  findings  inconclusive.  Most  of  the  early  research  on  HMOs 
compared  HMO  enrollees  and  non-enrollees,  often  not  adjusting  for  population  char- 
acteristics. (Wolinsky,  1980)  Luft  (1980)  pointed  out  that  these  studies  were  done 
on  a  few  large,  well-established  plans,  so  that  their  external  validity  was  question- 
able. Eventually,  better  study  design  and  methods  were  employed,  and  studies  con- 
trolled for  such  variables  as  age,  sex,  socio-economic  status,  health  status,  and  prior 
utilization  experience.  Multivariate  statistical  techniques  were  used  to  estimate  the 
effects  of  individual  variables  and  their  correlation.  (Hellinger,  1987) 

By  far,  the  most  serious  threat  to  the  internal  validity  of  all  HMO  studies  has 
come  from  selection  bias,  i.e.  that  HMOs  may  attract  and  enroll  populations  with 
a  greater  or  lesser  propensity  to  utilize  services  as  compared  to  those  choosing  other 
health  insurance  options.  It  was  originally  assumed  that  there  was  adverse  self-se- 
lection into  IB40s.  (Wolinsky,  1980;  Wilensky  and  Rossiter,  1986)  However,  other 
studies  have  demonstrated  that  favorable  selection  exists.  (Eggers,  1980;  Eggers  and 
Prihoda,  1982;  Jackson-Beeck  and  Kleinman,  1983;  Buchanan  and  Cretin,  1986; 
Lairson  and  Herd,  1987)  Such  favorable  selection  calls  into  question  the  extent  of 
the  positive  effects  of  HMOs. 

Given  this,  the  Rand  Health  Insurance  Study  Naming,  et  al,  1984)  was  a  crucial 
addition  to  the  research  on  HMOs.  The  Rand  Study,  conducted  from  1974-1982,  was 
the  first  study  to  assign  individuals  randomly  to  either  an  HMO  or  one  of  several 
fee-for-service  options,  each  with  a  different  level  of  copayment.  It,  thereby,  con- 
trolled for  self  selection  bias.  Its  results,  discussed  throughout  this  chapter,  sug- 
gested that  HMO  effects  are  not  limited  to  favorable  selection.  However,  caution  is 
called  for  here  as  well,  since  the  Rand  Study  included  only  one  HMO  and  its  find- 
ings are  not  necessarily  generalizable  across  the  range  of  HMOs  in  other  locations. 

There  does  appear  to  be  a  preponderance  of  evidence  from  various  studies,  con- 
ducted over  several  years  and  in  several  settings,  that  support  certain  conclusions 
about  HMO  performance,  methodological  flaws  notwithstanding.  As  Goldstein,  et  al 
(1966)  have  posited,  weak  research  is  not  worthless  research.  A  series  of  individ- 
ually faulty  researches  with  no  consistent  methodological  weakness  may  add  up  to 
a  fairly,  convincing  conclusion."  With  this  in  mind,  the  first  part  of  this  review  will 
consider  the  effects  of  HMOs  on  cost. 

HMO  Effects  on  Cost 

Several  studies  have  reported  that  HMOs  have  the  ability  to  reduce  overall  costs 
for  health  care  for  their  enrollees  in  comparison  to  similar  populations  in  traditional 
fee-for-service  plans.  In  two  comprehensive  reviews  of  HMO  performance,  this  re- 
duction in  costs  has  been  found  to  range  from  10  percent  to  40  percent.  (Luft,  198 
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1  Wolinsky  1951  hhese  same  reviews  did  ntt  und  that  Independent  ?:,::::,  Asso- 
ciations :i-:"5:ri:r:  such  savings. 

Lower  tests  for  enrollees  in  HMOs  have  also  been  confirmed  in  studies  done  sub- 
sequent  to  these  reviews.  For  instance,  in  the  Rand  Health  Insurance  Study,  there 
was  a  cost  differennal  of  approximately  2-5  partem  between  HMO  experimental  and 
:ontroi  group  enrollees  and  those  provided  free  care  fr:m  fee- for- service  providers. 
Manning  e:  al  1954  Research  :n  Medicare  HMO  enrollees  indicated  chat  their 
cosc  experience  was  .ess  than  that  for  a  comparable  non-HMO  Medicare  population 
.his  was  trie  even  though  in  this  study.  Medicare  HMO  enrollees  retained  their 
coverage  for  out-of-plan  use.,  and  the  HMOs  were  paid  :n  a  test-reimbursement 
basis  Heme  they  were  nit  at  risk  "Veil  I97c  Luft  19Sc  noted  that  lower  lists 
nave  allowed  HMOs  zc  titer  a  more  comprehensive  range  of  services  than  that  if 
conventional  insurance  plans 

HMO  Effects  on  Utilization 

There  is  insistent  evidence  from  researih  i intuited  tver  several  years  that  the 
list  differences  between  HMOs  ant  indemnitv  insurance  tlans  derive  from  reduced 
hospital  utilization  by  HMO  members,  Luft  1951:  Manning,  et  al.  1954  Thus  is 
brought  about  by  lower  admission  rates.  Tftnile  HMO  members  were  found  to  have 
approximately  11  per  ten  t  mire  am  b  ulatc  ry  vi  sits  t  ha  n  ton  v  entitnal  pi  an  subscrib- 
ers in  these  studies  hospital  admission  rates  were  25  percent  to  4-5  percent  less. 
In  IP  As.  the  reduction  in  admissions  was  found  to  be  far  smaller  between  0-2-5  per- 
cent and  was  offset  by  much  higher  ambulatory  use — 21  percent  more  visits  than 
that  of  conventionally  ensured  patients    Luft.  1951 

On  the  basis  of  conflicting  evidence.,  tuft  1978'  postulated  that  the  redaction  in 
hospital  admissions  was  across  the  board.  In  other  words,  there  were  fewer  admis- 
sions of  all  types,  discretionary  and  non-discretion  any  for  both  medical  and  surgical 
conditions.2  However,  an  analysis  of  the  Rand  data  Sin.  et  al.  195-  found  that 
HMO  patients  did  not  have  fewer  non-discrent  nary  surgical  admissions,  but  that 
they  did  have  fewer  discretionary  surgical  admissions.  In  the  case  of  medical  admis- 
sions, both  types  of  admissions  were  less  than  for  fee-for- service  plan  subscribers. 
Siu  et  al  speculated  that  the  HMO  substituted  more  intensive  ambulatory  and  tr 
home  services  in  place  of  hospitalization  In  addition.  HMO  members  have  had 
much  better  coverage  and  much  'r^z'r.er  utilization  rates  for  preventive  services  than 
mdemnity  health  insurance  subscribers.  (Luft,  1981) 

It  is  in  the  financial  interest  of  HMO  s  to  control  hospital  utilization.  Further- 
more, there  are  economic  incentives  for  HMO's  physicians  to  do  so.  Wolinsky  1950 
pointed  out  that  "discretionary  seruce  utilization  represents  a  discretionary  for  the 
HMO  physician,"  who  stands  to  decrease  potential  income  by  reducing  the  HMO's 
probability  and  to  increase  workload  by  hospitalizing  patients  In  contrast,  ohvsi- 
cians  compensated  'under  fee-for-service  arrangements  have  hi 
vored  hospitalization.  Since  indemnity  insurance  plans  often  < 
ser.tces.  whole  offering  less  coverage  for  outpatient  services, 
couraged  physicians  to  hospitalize  patients  as  a  means  of  atta 
nue.  In  addition,  this  has  served  to  reduce  out-of-pocket  c 
Similarly.  IP  A  physicians,  who  retained  ajianel  if  indemnity 
had  less  incentive  to  reduce  utilization    -his  may  ate  cunt  : 
have  been  found  to  have  higher  admission  rates  than  close 
1981 

More  recent  reports  indicate  that  the  financial  incentives 
a  minor  role  in  physician  utilization  patterns.  Miner  and  L 

HMOs  found  that  peer  review  activities  ant  efforts  to  attract  „ =....a.„2  „ .c: c= -ou 
in  a  less  intensive  style  if  practice  played  a  large  rile  in  influencing  physician-gen- 
erated utilization  Htm er  198-6  In  fait  Homer  found  that  peer  review  and  selec- 
tive recruitment  are  emoloved  mire  than  nnancial  incentives  in  salaried -start  model 
HMOs  to  ccntrcl  hospitalization 


HMO  Effects  on  Quality3 

Research  completed  before  1981  revealed  that  health,  outcomes  achieved  by  HMO 
sub  sen  be  rs  were  about  the  same  tr  somewhat  tetter  man  those  achieved  by  intern- 
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nity  insurance  plan  subscribers.  The  health  outcomes  examined  were  macro-level 
measurements  of  morbidity,  modality,  and  disability  days.  (Luft,  1980;  Cunningham 
and  Williamson,  1980)  More  refined  measures  were  subsequently  presented  in  two 
papers  which  analyzed  data  from  the  Rand  Study.  (Ware,  et  al.  1986;  Sloss,  et  al, 
1987)  In  their  review  of  33  health  status  measures,  these  researchers  found  health 
status  to  be  comparable  between  individuals  randomly  assigned  to  an  HMO  and  sev- 
eral fee-for-service  options. 

There  was  also  some  evidence  in  the  Rand  study  that  health  status  worsened 
among  low  income  HMO  enrollees  who  were  ill  when  first  seen.  However,  this  out- 
come was  not  attributed  to  the  care  provided  at  the  HMO.  Rather,  it  was  postulated 
that  these  low  income  individuals  had  difficulty  in  using  the  HMO  due  to  a  lack 
of  familiarity  with  the  more  bureaucratic  procedures  necessary  to  gain  access  to 
care.  It  was  concluded  that  the  poor  needed  outreach  services  and  extensive  orienta- 
tion to  assure  their  access  to  HMO  services. 

In  general,  the  constraints  on  utilization  do  not  appear  to  have  a  negative  effect 
on  the  health  status  of  those  receiving  their  care  from  an  HMO.  However,  another 
aspect  of  HMO  quality  concerns  the  satisfaction  of  those  who  receive  its  services  and 
those  who  deliver  them.  An  HMO  will  not  succeed  if  its  members  and  physician 
staff  are  dissatisfied.  Therefore,  it  is  important  to  review  the  findings  from  studies 
which  have  examined  satisfaction  with  and  within  HMOs. 

The  majority  of  evidence  suggests  that  patients  are  mostly  satisfied  with  the  care 
they  receive  in  HMOs,  but  there  appears  to  have  been  some  dissatisfaction  concern- 
ing specific  access  issues.  Most  frequently  mentioned  were  limited  continuity  of  care, 
lack  of  identification  with  a  single  physician,  and  length  of  time  to  get  an  appoint- 
ment. These  issues  have  continued  to  appear  from  the  earliest  studies  through  more 
recent  ones.  (Bashshur,  et  al.,  1967;  Tessler  and  Mechanic,  1975;  Luft,  1980;  Davies, 
et  al.,  1986;  Murray,  1988) 

Outweighing  these  access  concerns,  however,  were  the  broad  coverage  and  finan- 
cial advantages  of  HMOs.  (Luft,  1981;  National  Center  for  Health  Services  Re- 
search, 1981)  Indicative  of  this,  disenrollment  from  HMOs  has  been  consistently  low 
over  time.  For  example,  Tessler  and  Mechanic  (1975)  reported  a  non-renewal  rate 
of  only  6  percent  in  the  HMO  they  studied.  This  was  so  despite  greater  dissatisfac- 
tion reported  with  waiting  times  for  appointments  and  longer  travel  times  to  the 
site  of  care,  as  compared  to  subscribers  of  other  insurance  arrangements.  This  find- 
ing was  consistent  with  an  earlier  study  of  United  Auto  Workers.  (Bashshur,  et  al., 
1967)  Luft  (1980)  found  an  average  of  10  percent  disenrollment  in  the  studies  he 
examined,  but  this  included  those  who  did  so  involuntarily  due  to  a  change  in  em- 
ployment. A  survey  of  HMO  members  in  1984  indicated  that  only  7  percent  were 
not  likely  to  renew  with  their  current  plan.  (Harris  and  Associates,  1984) 

In  terms  of  the  satisfaction  of  physicians  within  an  HMO  practice,  studies  have 
identified  that  it  exists  and  noted  several  reasons  for  it.  (Luft,  1980  and  1981;  Na- 
tional Center  for  Health  Services  Research,  1981;  Mick,  et  al.,  1983)  Retention  is 
one  indication  of  satisfaction,  and  in  a  study  of  eight  New  England-based  prepaid 
group  practices,  Mick,  et  al  found  the  rate  of  physician  "disenrollment"  to  be  within 
the  range  of  other  practice  settings.  Overall,  there  were  many  aspects  of  HMO  prac- 
tice which  were  consistently  rated  highly  by  physicians.  They  reported  that  they 
were  able  to  provide  medical  services  without  having  to  worry  about  the  expense 
to  the  patient.  Physicians  in  HMOs  noted  that  they  have  been  able  to  give  up  prac- 
tice management  concerns  in  favor  of  patient  management.  They  perceived  that 
HMO  practice  has  meant  a  shorter  work  week  and  more  of  a  fixed  schedule  than 
their  private  practice  counterparts.  While  HMOs  had  an  upper  limitation  on  income, 
physicians  had  more  time  for  other  professional  and  personal  activities. 

An  issue  around  which  there  was  conflicting  evidence  about  the  level  of  physician 
satisfaction  dealt  with  the  loss  of  clinical  autonomy.  While  physicians  did  not  indi- 
cate a  concern  about  this  in  the  studies  cited,  a  later  survey  by  Kohnnan  (1986) 
found  this  to  be  a  growing  issue  among  older  physicians  in  the  Minneapolis-St. 
Paul,  an  area  with  one  of  the  highest  rates  of  HMO  enrollment  in  the  country.  For 
these  physicians,  there  was  unhappiness  that  the  HMOs;  now  "called  the  tune." 

The  Effects  of  CHCs 

A  thorough  literature  search  was  conducted  in  order  to  examine  the  effects  of 
CHCs  on  cost,  utilization,  and  quality.  Since  the  establishment  of  the  first  commu- 
nity health  centers  in  1965  through  1997,  a  total  of  44  published  articles,  books,  and 
government  studies  were  produced.  Twelve  of  these  were  descriptive  overviews  of 


in  terms  of  structure  and  process  measures.  (National  Center  for  Health  Services  Research, 
1981) 
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the  CHC  program  and/or  summarized  the  results  of  the  studies  which  preceded 
them.  (Sparer  and  Johnson,  1971;  Zwick,  1972;  Reynolds,  1976;  Davis  and  Schoen, 
1977;  Zeppas,  1979;  Maykovich,  1980;  Davis,  et  al,  1981;  Geiger,  1984;  Homer,  1988; 
Sardell,  1988;  Zuvekas,  1990;  and  Darnell  and  Rosenbaum,  1992)  Therefore,  this 
chapter  will  concentrate  on  the  remaining  32  original  studies.  See  Table  2. 1. 

The  first  analytical  study  of  a  CHC  appeared  four  years  after  the  establishment 
of  the  first  CHCs.  (Bellin,  et  al,  1969)  As  shown  in  Table  2.  1,  the  majority  (17)  of 
CHC  studies  were  published  in  the  ten  years  after  this  first  one.  Over  the  subse- 
quent 18  year  period,  only  fifteen  additional  studies  were  produced.  In  the  1980s, 
it  appears  that  research  interests  followed  federal  health  policy  ones  in  shifting  the 
emphasis  to  examining  HMOs  as  the  preferred  delivery  system.  For  example,  this 
chapter  alone  cites  23  HMO  studies  conducted  in  the  1980s.  By  comparison,  between 
1983  and  1992,  there  were  only  3  new  studies  published  on  CHC  effects.  (Deprez, 
et  al,  1987;  Goldman  and  Grossman,  1988;  Schwartz  and  Poppen,  1988) 

In  addition,  the  nature  of  CHC  studies  over  time  has  reflected  another  change  in 
health  policy  emphasis  from  promoting  access  to  containing  costs.  See  Table  2.  1. 
Early  CHC  studies  were  aimed  at  examining  utilization  from  the  standpoint  of  pen- 
etration rates  and  quality  of  care  by  reviewing  health  status — both  key  outcomes  of 
improved  access.  Only  one  study  between  1969  and  1979  focused  on  cost  exclusively. 
(Sparer  and  Anderson,  1972)  After  1979,  the  overwhelming  majority  of  CHC  studies 
analyzed  their  effects  on  reducing  costs  or  concentrated  on  utilization  only  from  a 
cost  perspective,  i.e.  in  terms  of  CHCs'  impact  on  reducing  hospitalization  and  emer- 
gency room  use.  Similarly,  the  few  studies  on  quality  during  this  period  tended  to 
be  cost-related  as  well,  stressing  the  potential  for  CHCs  to  improve  health  status 
at  a  lower  cost  than  other  settings. 


Table  2.1 

CHC  Study  Emphasis  by  Time  Periods 
(N  =  32) 


1969-1979 

1980-1989 

1990-1997 

Total 

Cost  Studies 

l1 

4J 

23 

7 

Utilization  Studies 

ll4 

35 

36 

17 

Quality  Studies 

57 

28 

l9 

8 

1  Sparer  and  Anderson,  1972. 

2  Brecher  and  Foreman,  1981;  JRB  Associates ,  1 981;  Watlach  and  Kretz,  1981 ;  JRB  Associates,  1982. 

3  Center  for  Health  Policy  Studies  and  SysteMetrics,  1993;  Center  for  Health  Policy-  Studies,  1994. 

4  Bellin,  eta!,  1969;  Bellin  and  Geiger,  1970;  Hochheiser,  rtal,  1971;  Salber,  eta},  1971; 
Strauss  and  Sparer,  1971;  Langston,  et  al.  1972;  Moore,  et  al  1972;  Klein,  et  al.  1973;  Gold  and 
Rosenberg,  1974;  Moore  and  Boruiano,  1974;  Wan  and  Gray,  1978. 

5  Okada  and  Wan,  1980;  Freeman,  etal.  1982;  Deprez,  et  aL  1987. 

6  Stuart  and  Steinwachs,  1993;  Howarth,  etal,  1995;  Stuart,  et_al,  1995. 

7  Chabot,  1971;  Morehead,  rtal,  1971;  Anderson  and  Morgan,  1973;  Gordis,  1973;  Morehead  and 
Donaldson,  1974. 

•  Goldman  and  Grossman,  1988;  Schwartz  and  Poppen,  1988. 
9  Starfidd,  eta!,  1994. 

Before  proceeding  to  the  discussion  of  CHC  effects,  it  is  worth  noting  that  early 
CHC  studies  and  reports  suffered  from  some  of  the  same  methodological  flaws  noted 
in  the  previous  analysis  of  HMO  studies.  Looking  at  these  studies  with  the  same 
critical  eye  that  Wolinsky  (1980)  and  Luft  (1980)  employed  toward  early  HMO  re- 
search revealed  small  sample  sizes,  failure  to  control  for  differing  characteristics  in 
the  populations  studied,  and  an  emphasis  on  larger,  well-established,  primarily 
urban  organizations.  Study  methodologies  have  improved  since  the  late  1970s  to  cor- 
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rect  for  these  deficiencies,  but  no  experimental  study  design  has  been  employed  in 
assessing  CHC  performance.  While  such  a  study  was  crucial  in  the  case  of  HMOs 
to  test  for  selection  bias,  there  is  considerably  less  reason  to  suspect  such  bias  in 
the  case  of  CHCs.  This  is  because  CHCs  have  extremely  high  penetration  rates  in 
the  communities  they  serve.  In  these  locations,  CHCs  are  the  only  or  predominant 
source  of  primary  care.  For  example,  a  study  of  21  urban  and  rural  CHCs  revealed 
that  an  average  of  66  percent  of  all  eligible  service  area  residents  were  registered 
with  a  CHC.  (Langston,  et  al,  1972)  Studies  have  also  shown  that  a  range  of  67  per- 
cent to  89  percent  of  registrants  report  CHCs  as  their  primary  source  of  care.  (Bellin 
and  Geiger,  1970;  Salber,  et  al,  1971;  Langston,  et  al,  1972)  Thus,  given  reduced 
concerns  about  selection  effects  and  the  uniformity  of  results  among  the  wide  range 
of  studies  over  a  28-year  period,  the  available  evidence  is  judged  sufficient  to  dem- 
onstrate the  effects  of  CHCs  overall. 

CHC  Effects  on  Cost 

In  the  first  cost  study  done  on  CHCs,  Sparer  and  Anderson  (1972)  sought  to  ex- 
amine whether  cost  in  neighborhood  health  centers  was  "high."  They  noted  that  this 
general  claim  had  frequently  been  leveled  at  health  centers,  particularly  by  orga- 
nized medicine.  Citing  the  more  comprehensive  services  offered  by  health  centers  in 
comparison  to  the  typical  private  practice,  they  proposed  to  unbundle  these  services 
to  assure  a  comparison  of  costs  for  similar  sets  of  ambulatory  care  services.  In  so 
doing,  they  found  that  the  cost  for  a  basic  set  of  primary  care  services  at  four  urban 
and  two  rural  CHCs  was  comparable  to  that  at  four  well-established  HMOs — Health 
Insurance  Plan  of  New  York,  Kaiser  at  Fontana  and  Portland,  and  Group  Health 
of  Puget  Sound.  Furthermore,  the  findings  were  the  same  for  a  comprehensive  set 
of  services,  which  included  home  health,  mental  health,  and  other  support  services. 

Two  later  studies,  one  rural-based  (Wallach  and  Kretz,  1981)  and  the  other  urban 
based  (Brecher  and  Foreman,  1981)  looked  at  the  issue  of  cos?  but  only  as  part  of 
analyses  of  the  financial  viability  of  subsidized  practices  vs.  non-subsidized  ones. 
The  studies'  findings  were  admittedly  inconclusive  regarding  CHCs.  Only  some  of 
the  subsidized  practices  were  federally-funded  CHCs.  In  addition,  the  studies 
were — characterized  by  small  sample  sizes  and  lack  of  control  for  differences  in  pa- 
tient characteristics  and  the  intensity  of  service  mix  in  the  practices  chosen  for 
study. 

Wallach  and  Kretz  found  a  much  higher  volume  of  hospital  visits  (almost  3:1) 
among  private,  non-subsidized  practices  compared  to  subsidized  practices.  This 
raised  the  question  for  them  "of  whether  the  price  being  paid  for  self-sufficient  rural 
practices  exceeds  the  costs  of  subsidizing  non- self-sufficient  practices  which  hospital- 
ize at  a  low  rate."  However,  the  thrust  of  these  studies  was  the  costs  of  the  practices 
themselves,  not  the  substitutability  of  their  costs  for  those  elsewhere  in  the  system. 
Both  studies  noted  that,  on  average,  the  costs  of  operating  the  subsidized  practices 
appeared  to  be  higher  than  the  non-subsidized  ones,  but  not  conclusively.  Brecher 
and  Foreman  pointed  out  that  considerable  overlap  existed  in  the  costs  of  the  prac- 
tices. Seven  of  the  nine  subsidized  health  centers  were  more  costly  than  the  least 
expensive  private  practice,  but  all  of  the  private  practices  cost  more  to  operate  than 
the  most  efficient  subsidized  she. 

Given  the  paucity  of  CHC  cost  studies  and  the  lack  of  clear  evidence  of  CHC  cost 
effects,  two  comprehensive,  government-sponsored  studies  were  essential  and  impor- 
tant additions  to  this  analysis.  (JRB  Associates,  1981  and  1982)  AFDC  recipients 
who  were  users  of  CHCs  were  compared  to  recipients  utilizing  other  primary  care 
providers.  The  Medicaid  experience  of  approximately  21,000  recipients  in  four  cities 
was  reviewed  over  a  one  year  period  (1977-78  in  Kalamazoo,  Louisville,  and  Min- 
neapolis; 1980-81  in  Denver).  These  studies  were  the  first  CHC  studies  to  control 
for  both  patient  characteristics  and  service  mix.  Overall,  the  studies  showed  a  sav- 
ings of  almost  $3,000,000  to  Medicaid  among  users  of  CHCs  as  compared  to  users 
of  other  providers.  Only  in  Minneapolis  were  the  inpatient  costs  higher  for  CHC 
users.  However,  this  finding  was  not  judged  to  be  statistically  significant.  As  at  all 
other  sites,  combined  hospital  and  ambulatory  care  costs  were  less  at  the  Minneapo- 
lis CHCs  than  at  private  practices.  The  studies  found  an  overall  23  percent  reduc- 
tion in  costs  among  Medicaid  CHC  users  compared  to  users  of  other  providers,  a 
figure  similar  to  the  cost-saving  experience  of  HMO  members  compared  to  fee-for- 
service  plan  enrollees. 4 


4  At  the  time  this  paper  was  first  written  in  1992,  the  five  studies  cited  were  the  only  ones 
related  to  costs  at  CHCs.  No  others  were  published  between  1982  and  1993.  Since  then,  four 
have  appeared  which  have  produced  results  which  bolster  the  findings  in  the  two  JRB  studies. 
The  Center  for  Health  Policy  Studies  (1993  and  1994)  replicated  the  JRB  methodology  at  se- 
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CHC  Effects  on  Utilization 


As  in  the  case  of  HMOs,  CHCs  have  achieved  most  of  their  cost-savings  vis-A- 
vis other  practice  settings  through  reduced  hospital  utilization.  For  example,  when 
health  center  users  are  compared  to  those  who  use  other  sources  of  care  or  to  their 
own  experience  prior  to  the  establishment  of  a  CHC,  studies  over  the  first  twenty- 
five  years  of  the  CHC  program  have  shown  lower  hospital  admission  rates  ranging 
from  6.5  percent  to  78.5  percent,  with  the  average  being  approximately  45  5  (Bellin, 
et  al,  1969;  Klein,  et  al,  1973;  Wan  and  Gray,  1978;  Okada  and  Wan,  1980;  JRB 
Associates,  1981  and  1982;  Freeman,  et  al,  1982;  Deprez,  et  al,  1987  6)  In  their  1982 
study  of  Denver's  CHCs,  JRB  Associates  attributed  two-thirds  of  the  cost  savings 
they  discovered  to  differences  in  payments  for  inpatient  care  between  CHC  users 


Generally,  and  again  similar  to  FB40  experience,  the  reduction  in  the  use  of  hos- 
pitals has  been  accompanied  by  a  higher  use  of  ambulatory  and  preventive  serv- 
ices. 8  Most  studies  indicate  that  this  "higher  use"  represents  appropriate  use.  Given 
their  mission  and  location,  CHCs  serve  predominantly  poor  populations.  Wan  and 
Gray  ( 1978)  point  out  that  having  a  CHC  as  a  regular  source  of  care  removes  the 
differences  in  the  use  of  preventive  services  which  are  typical  between  lower  and 
higher  socio-economic  status  families.  They  found  that,  among  children  younger 
than  six  years  old,  CHC  users  had  the  same  rates  of  immunization  and  the  same 
likelihood  of  having  had  a  physical  exam  as  those  in  a  private  practice  setting.  9  In 
their  study  of  one  health  center,  Salber,  et  al  (1971)  found  that  "non-white,  children 
under  the  age  of  five  had  twice  the  number  of  physician  visits  as  the  average  pre- 
school, "non-white"  child,  according  to  National  Health  Survey  data.  Bellin  and  Gei- 
ger  (1970)  found  that  CHC  users  had  approximately  the  same  number  of  physician 
encounters  in  a  year  as  did  affluent  populations  and  about  33  percent  more  than 
those  with  the  lowest  income.  Similar  findings  were  reported  by  Strauss  and  Sparer 
(1971),  who  noted  that  ambulatory  care  utilization  rates  at  five  CHCs  were  com- 
parable to  national  averages  in  the  National  Health  Survey. 

Other  studies  have  shown  that,  in  addition  to  reduced  hospital  admissions,  CHCs 
have  had  a  significant  impact  on  reducing  inappropriate  use  of  other  services,  nota- 
bly hospital  emergency  rooms.  For  instance,  Hochheiser,  et  al  (1971)  discovered  a 
decrease  of  38.3  percent  in  the  use  of  three  hospital  pediatric  emergency  rooms 
among  CHC  service  area  children  in  Rochester,  New  York,  three  years  after  the 


lected  urban  and  rural  CHCs  in  California  and  New  York.  Excluding  maternity  care,  Medicaid 
costs  for  CHC  users  were  33  percent  lower  in  California  and  30  percent  lower  in  New  York. 
Maternity  care  alone  was  8  percent  less  in  California  and  12.7  percent  less  in  New  York  for 
CHC  users  vs.  non-users.  Howarth,  et  al  (1995)  analyzed  all  Medicaid  claims  in  King  County, 
Washington  for  a  six-month  period  and  compared  CHC  users  to  non-users.  They  found  CHCs 
to  have  average  costs  58  percent  less  than  private  sector  practices.  Perhaps  the  most  important 
recent  study,  however,  was  conducted  by  Stuart  and  Steinwachs  (1993),  who  analyzed  CHC  uti- 
lization and  payments  after  adjusting  for  patient-mix  differences.  Prior  to  this  adjustment,  Med- 
icaid payments  to  CHCs  had  been  computed  to  be  50  percent  less  than  for  the  population  which 
used  outpatient  departments,  the  predominant  source  of  care  for  the  Medicaid  population  in  the 
study.  Payments  to  CHCs  were  found  to  remain  significantly  lower  (36%  less)  after  patient-mix 
adjustments,  similar  to  other  office-based  practices  when  compared  to  outpatient  departments. 

5  The  only  exception  to  these  findings  was  a  study  by  Moore  and  Bonanno  (1974)  that  looked 
at  hospital  utilization  at  the  time  of  one  CHCs  opening  in  1968  and  two  years  later.  Hospital 
admission  rates  had  increased.  However,  the  authors  noted  that  this  may  have  reflected  this 
particular  community  in  which  "an  initial  increase  in  hospital  utilization  may  well  occur  as  a 
neighborhood  health  center  attracts  into  the  medical  system  those  with  previously  unmet  medi- 
cal need." 

6  Interestingly,  while  Deprez,  et  al  found  a  71  percent  lower  admission  rate  for  CHC  users 
vs.  non-users  within  its  target  population  in  Maine,  they  also  found  no  difference  when  they 
compared  the  CHC  community  population  with  24  comparison  communities.  They  cited  the  need 
for  additional  study  on  disease-severity  differences  among  CHC  users  and  non-users.  This  oc- 
curred in  1993  in  the  previously-mentioned  Stuart  and  Steinwachs  study.  After  an  adjustment 
for  case  mix  differences,  they  found  that  18  percent  of  those  who  rely  on  outpatient  departments 
for  care  were  hospitalized  annually  compared  to  10  percent  of  those  who  used  CHCs  and  office- 
based  practices. 

7  The  Center  for  Health  Policy  Studies'  reports  on  California  (1993)  and  New  York  (1994) 
found  cost  savings  to  result  from  both  significantly  fewer  admissions  and  fewer  inpatient  days 
for  CHC  users.  In  New  York,  the  average  length  of  stay  was  16  percent  lower  for  CHC  users. 

8  This  was  recently  confirmed  by  Stuart  and  Steinwachs  (1993)  who  found  that,  after  adjusting 
for  patient  mix,  health  center  users  had  a  statistically-significant  higher  number  of  ambulatory 
visits  (7.75  per  year)  compared  to  users  of  hospital  outpatient  users  (7.22  per  year). 

9  A  recent  study  (Stuart,  et  al,  1995)  showed  that  11-24  month  olds  in  the  Maryland  Medicaid 
program  were  more  apt  to  receive  well-child  care  in  a  CHC  than  in  any  other  setting  studied. 
Ninety-two  per  cent  of  children  seen  at  CHCs  had  had  at  least  one  well-child  visit  in  the  past 
year.  At  other  care  sources,  the  range  was  57  percent-89  percent. 
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CHC  opened.  No  change  in  use  was  noted  among  city  children  outside  the  CHC 
service  area,  while  there  was  an  actual  29  percent  increase  in  use  among  children 
residing  in  suburban  areas.  Although  Moore,  et  al  (1972)  found  no  change  in  the 
rate  of  emergency  room  use  after  a  CHC  was  established  in  a  Boston  neighborhood, 
such  use  was  judged  more  appropriate,  the  result  of  physician  referral  and  the  need 
for  after-hours  care.  In  addition,  the  stable  rate  of  use  by  CHC  enrollees  contrasted 
to  a  rising  rate  of  use  in  other  neighborhoods.  Three  and  one-half  years  after  the 
opening  of  the  health  center  they  studied,  Gold  and  Rosenberg  (1974)  found  that  the 
hospital  emergency  room,  previously  a  primary  site  of  care,  was  now  the  primary 
source  of  care  for  only  7  percent  of  the  children  in  the  CHC  service  area. 

CHCs  are  not  known  to  promote  controls  on  hospital  utilization  nor  do  they  en- 
courage substituting  ambulatory  care  for  inpatient  services  through  financial  incen- 
tives to  their  physicians.  Since  the  CHCs  studied  were  reimbursed  on  a  fee-for-serv- 
ice  basis,  such  controls  would  not  necessarily  be  in  their  best  interest  financially. 
It  has  been  speculated  that  the  reduced  hospital  utilization  patterns  observed 
among  CHCs  are  likely  to  reflect  the  preference  of  CHC  physicians  to  engage  in  a 
less  intensive  style  of  practice.  (Howarth,  et  al,  1995;  Deprez,  et  al,  1987)  The  fact 
that  CHC  physicians  are  salaried  also  encourages  a  less  intensive  style.  Deprez,  et 
al  (1987)  echo  Wolinsky's  (1980)  earlier  comments  related  to  HMO  physicians.  They 
note  that  there  is  a  disincentive  to  provide  hospital  care,  since  this  would  mean 
more  work  for  the  CHC  physician  with  no  opportunity  for  additional  compensation. 
Furthermore,  it  is  reasonable  to  assume  that  a  strong  physician-patient  relationship 
would  lead  the  physician  to  act  more  as  the  patient's  agent.  Indeed,  on  the  basis 
of  their  own  and  other  studies,  Marcus  and  Stone  (1984)  suggested  that  regular  and 
ongoing  physician-patient  contact  would  improve  physician  proficiency  and  effi- 
ciency. Such  things  as  lab  tests  and  referral  consultations  would  be  less  likely  to 
be  required  in  arriving  at  a  diagnosis. 

CHC  Effects  on  Quality 

During  the  first  25  years  of  the  CHC  program,  only  7  studies  were  published  on 
the  quality  of  care  offered  by  CHCs. 10  Two  of  these  (Morehead  and  Donaldson, 
1974;  Morehead,  et  al,  1971)  assessed  aspects  of  the  process  of  care  in  relation  to 
standards  of  care  and  clinical  management.  The  remaining  five  concentrated  on  out- 
come assessment.  (Goldman  and  Grossman,  1988;  Schwartz  and  Poppen,  1982;  An- 
derson and  Morgan,  1973;  Gordis,  1973;  Chabot,  1971) 

In  the  first  Morehead  study  (1971),  audits  of  the  quality  of  care  provided  to 
adults,  infants,  and  pregnant  and  recently-delivered  women  were  conducted  at  a  va- 
riety of  settings,  including  33  CHCs.  The  quality  of  care  at  CHCs  was  found  to  be 
"generally  equal  to  and  in  some  instances  superior  to  that"  found  in  medical  school- 
affiliated  hospital  outpatient  departments,  Children's  Bureau  maternal  and  infant 
care  programs,  health  department  well-baby  clinics,  7  group  practice  settings,  and 
20  rural  private  practices.  In  their  later  study,  Morehead  and  Donaldson  ( 1974)  con- 
ducted a  peer  review  of  40  CHCs  to  assess  clinical  management  in  the  specialties 
of  internal  medicine,  pediatrics,  and  obstetrics  and  gynecology.  Only  records  of  pa- 
tients with  serious  or  potentially  serious  illnesses  were  reviewed.  Based  on  this  re- 
view, the  performance  of  each  physician  at  the  CHCs  was  judged  to  be  either  satis- 
factory or  unsatisfactory.  Morehead  and  Donaldson  concluded  that  well  over  two- 
thirds  of  the  physicians  were  functioning  in  a  satisfactory  manner,  a  figure  com- 
parable to  findings  in  studies  of  individual  practitioners  in  other  practice  settings. 11 

In  terms  of  outcome  measures,  Gordis  (1973)  analyzed  the  incidence  of  rheumatic 
fever  in  Baltimore  for  a  ten  year  period.  He  examined  the  change  in  the  rate  of  in- 
fection for  an  African-American  pediatric  population  prior  to  and  after  the  establish- 
ment of  four  comprehensive  care  programs,  one  of  which  was  a  CHC  serving  60  per- 
cent of  the  population  studied.  The  three  others  were  smaller  Children  and  Youth 
projects.  Gordis  also  compared  the  change  in  the  incidence  of  rheumatic  fever  of  the 
enrolled  population  to  a  similar  population  not  served  by  the  comprehensive  pro- 
grams. He  found  that  the  incidence  of  rheumatic  fever  among  children  served  by  the 
CHC  and  C&Y  projects  had  declined  60  percent  over  the  ten  year  period.  Further- 
more, this  rate  was  one-third  below  that  of  the  unserved  areas. 


10  Subsequently,  only  one  other  study  appeared  in  the  1990s.  (Starfield,  et  al,  1994) 
11Starfield,  et  al  (1994)  conducted  a  similar  study  which  involved  a  retrospective,  quality  of 
care  record  review  of  6  common  primary  care  diagnoses  in  CHCs,  hospital  outpatient  depart- 
ments, and  private  physician  offices.  There  were  no  consistent  differences  discovered  in  the 
quality  of  care  delivered  in  the  different  settings.  However,  CHCs  were  found  to  rank  first  or 
second  for  most  of  the  21  comparisons  made  concerning  quality.  Citing  that  the  CHCs  were  also 
"medium-cost"  compared  to  the  other  settings,  the  authors  called  for  further  study  of  CHCs  as 
a  potential  means  for  states  to  improve  quality  and  reduce  costs. 
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Most  dramatic  has  been  the  impact  of  CHCs  on  the  critical  outcome  measure  of 
infant  mortality,  a  generally  accepted  proxy  for  health  status  in  a  community.  Two 
studies  (Chabot,  1971;  Anderson  and  Morgan,  1973)  found  the  infant  mortality  rate 
among  African-Americans  and  other  minorities  at  CHCs  dropped  by  more  than  40 
percent  compared  to  the  rate  prior  to  the  establishment  of  CHCs  in  Denver  (Chabot, 
1971)  and  in  selected  communities  in  the  South  (Anderson  and  Morgan,  1973).  This 
rate  of  decline  far  exceeded  that  achieved  by  minority  users  of  other  sources  of  care 
in  Denver.  Comparable,  neighboring  counties  in  the  South  without  a  CHC  actually 
registered  small  increases  in  infant  mortality  over  the  same  period  studied.  In  an 
ambitious  study,  Goldman  and  Grossman  ( 1988)  attributed  12  percent  of  the  total 
decline  in  the  U.S.  African- American  infant  mortality  rate  between  1970  and  1978 
to  the  CHC  program. 

Seeking  a  more  fine-grained  measure  of  outcome  than  infant  mortality,  Schwartz 
and  Poppen  (1988)  sought  to  determine  if  the  site  of  care  had  an  impact  on  birth 
weight  or  gestational  age.  After  controlling  for  socio-demographic  factors  and  medi- 
cal obstetrical  complications,  the  authors  found  that  CHCs  had  similar  outcomes  as 
other  sources  of  care.  Citing  other  studies,  they  note  that  such  outcomes  were 
achieved  at  a  lower  cost  than  other  settings,  an  important  factor  to  them  in  an  era 
of  constrained  resources. 

As  noted  in  the  HMO  section  of  this  chapter,  satisfaction  is  an  important  aspect 
in  assessing  overall  quality.  In  the  case  of  CHC  patients,  studies  have  found  nigh 
rates  of  satisfaction.  Bellin  and  Geiger  (1970  and  1972)  and  Salber,  et  al  (1972)  ex- 
amined this  issue  at  single  sites  in  the  Boston  area.  In  their  first  study,  Bellin  and 
Geiger  found  that  the  CHC  was  used  by  97  percent  of  the  children  and  71  percent 
of  the  adults  living  in  the  service  area.  Overwhelmingly,  the  CHC  was  rated  supe- 
rior to  the  users'  previous  source  of  care  (private  physicians  and  hospital  outpatient 
clinics)  in  terms  of  quality,  personal  manner,  comprehensiveness,  and  waiting  time. 

A  follow-up  survey  of  community  residents,  two  years  later,  compared  attitudes 
about  local  health  care  and  facilities  prior  to  and  since  the  CHCs  establishment. 
While  56  percent  were  very  satisfied  with  their  medical  care  pre-CHC,  this  had  in- 
creased to  81  percent  at  the  time  of  the  second  survev.  Indicative  of  widespread  sat- 
isfaction was  the  response  to  the  question:  "If  all  alternative  sources  of  care  were 
free,  which  would  be  preferred?"  The  CHC  was  preferred  by  rates  exceeding  3:1  over 
private  practitioners,  the  next  most  preferred  source. 

Salber,  et  al  ( 1972)  noted  similar  results  at  the  CHC  they  studied.  Regarding  spe- 
cific issues,  98  percent  were  satisfied  with  the  convenience,  friendliness,  and  helpful 
attitude  at  the  health  center.  Ninety-one  per  cent  of  users  residing  in  the  housing 
project  studied  were  satisfied  with  the  amount  of  time  they  spent  with  their  CHC 
doctor.  Two-thirds  of  the  mothers  repor+ed  being  "very  satisfied"  with  their  own 
care,  while  90  percent  were  "very  satisfied"  with  the  care  their  children  received. 

The  findings  of  these  single  site  surveys  were  confirmed  in  a  study  of  21  CHCs. 
(Langston,  et  al,  1972)  Low  income  users  of  the  CHCs  noted  greater  satisfaction 
with  the  care  at  their  CHC  than  did  a  middle  class  population  using  other  providers 
and  facilities.  The  CHC  users  were  also  more  likely  than  the  middle  class  popu- 
lation to  recommend  their  own  source  of  care  to  others. 12 

In  terms  of  physician  satisfaction  at  CHCs,  the  only  three  published  studies  were 
conducted  when  the  CHC  program  was  new  and  its  continuance  uncertain.  (Tilson, 
1973  and  1973a;  Pantell,  et  al,  1980)  Their  relevance  to  today's  environment  is  ques- 
tionable, but  they  do  contain  some  interesting  speculation  about  the  potential  for 
physician  satisfaction  and  retention  within  CHCs. 

There  was  significant  physician  turnover  in  the  early  CHC  years.  Tilson  discov- 
ered that  fewer  than  half  of  the  physicians  hired  in  the  first  five  years  of  the  CHC 
program  remained  at  the  health  centers  for  more  than  two  years.  Looking  at  a  sub- 
sequent five-year  period  (1971-76),  Pantell,  et  al  showed  that  fewer  than  20  percent 
of  physicians  remained  at  CHCs  for  four  years  or  more.  Neither  of  these  findings 
was  surprising  given  that,  initially,  CHCs  relied  heavily  on  the  National  Health 
Service  Corps  for  physician  staffing.  NHSC  physicians  generally  had  only  a  two  to 
four  year  commitment  to  practice  in  undeserved  areas  in  order  to  meet  their  obliga- 


The  Pantell  study  cited  issues  related  to  organizational  instability  as  a  major 
cause  of  physician  dissatisfaction.  The  most  frequently  mentioned  complaints  by 
physicians  who  left  CHC  practices  were  1)  the  perception  of  incompetence  in  admin- 


12  Twenty-two  years  after  these  studies,  the  Commonwealth  Fund  (1994)  conducted  a  national 
survey  of  1,784  patients  at  46  randomly  selected  community  and  migrant  health  centers.  Patient 
satisfaction  was  consistent  with  the  earlier  studies'  results.  Only  4  percent  rated  their  satisfac- 
tion with  the  quality  of  care  as  "not  so  satisfied,"  with  41  percent  very  satisfied  and  55  percent 
satisfied.  Ninety-seven  per  cent  would  recommend  the  health  center  to  their  family  and  friends. 


28 


istration  and  governance  and  2)  the  vagueness  and  uncertainty  of  federal  policy  on 
CHCs.  These  are  issues  which  the  authors  noted  commonly  arise  during  the  start- 
up phase  of  any  program.  Nevertheless,  the  Tilson  and  Pantell.  studies  found  that 
there  were  opportunities  for  CHCs  to  attract  and  retain  physicians.  Among  the  phy- 
sicians surveyed  who  had  remained  in  practice  at  CHCs,  satisfaction  was  expressed 
with  several  key  elements  of  CHC  employment.  Physicians  were  satisfied  with  their 
salaries,  the  community  in  which  they  worked,  and  the  CHC  emphasis  on  continuity 
of  care.  These  factors  were  found  to  be  favorable  even  among  those  physicians  who 
left  CHC  practice. 

A  more  recent  report  by  the  U.  S.  Public  Health  Service  ( 1990)  indicated  that  phy- 
sician satisfaction  and  retention  at  CHCs  has  improved  since  the  1970s.  In  a  survey 
returned  by  138  CHC  physicians  in  New  England,  76  percent  indicated  their  inten- 
tion to  stay,  with  14  percent  undecided,  and  only  10  percent  planning  to  leave.  Thir- 
ty-one per  cent  had  been  at  their  site  for  five  years  or  longer,  and,  of  these,  95  per- 
cent planned  to  stay.  Salary  was  not  the  most  important  factor  among  those  electing 
to  leave  or  stay.  Those  leaving  were  seeking  more  personal  control  over  their  sched- 
ules. Those  remaining  cited  as  primary  reasons:  their  relationships  with  other  staff, 
the  opportunity  to  fill  a  social  need,  location  and  climate  factors,  and  the  mission 
of  the  CHC. 

Discussion 

Having  compared  HMOs  and  CHCs  to  traditional  fee-for-service  settings,  it  is  use- 
ful to  use  these  findings  to  compare  HMOs  and  CHCs  to  each  other.  Table  2.2  pro- 
vides a  summary  of  the  key  findings  in  the  literature  concerning  HMO  and  CHC 
effects  on  cost,  utilization,  and  quality.  Overall,  the  positive  effects  of  HMOs  and 
CHCs  are  quite  similar.  Moreover,  CHCs  seem  to  have  matched  HMO  performance 
while  serving  a  predominantly  disadvantaged  population.  When  HMOs  have  at- 
tempted to  serve  the  same  population,  results  have  been  mixed.  Health  status  meas- 
ures were  seen  to  worsen  for  some  low-income  HMO  enrollees.  (Ware,  et  al,  1986; 
Sloss,  et  al,  1987)  It  has  been  posited  that  these  results  may  have  been  due  to  the 
difficulty  which  these  enrollees  had  in  gaining  access  to  the  HMO.,  In  contrast, 
CHCs  have  posed  no  such  access  barriers  for  low  income  users.  They  are  required 
to  support  outreach  programs  in  their  service  areas,  and  they  foster  continuity  in 
their  physician-patient  relationships. 


Table  2.2 
Summary  of  Findings  from  Studies: 
HMOs  and  CHCs  vs.  Other  Practice  Settings 


HMOs 

CHCs 

Cost 

10% -40%  lower' 

23%  -  58%  towei;1 
similar  to  well-established 
HMOs' 

Utilization 

25%  -  45%  tower 
hospital  admission  rales' 

6.5%  -  78.5%  tower 
hospital  admission  rates' 

more  ambulatory  visits; 
higher  number  of  pre- 
ventive visits' 

simihr  or  more  ambulatory 
higher  number  of  preventive 

Quality 

comparable  health  status' 

comparable  or  better  health 

1   Luft,  1981. 

*  JRB  Associates,  I9S1  and  1982;  Cmler  &x  Health  PoGcy  Studies  and  SysteMetria,  1993;  Center  for 
Health  Policy  Studies,  199«;  Stuart  and  Stanwachs,  1994;  Howarth,  a  al.  1995. 

'  Sparer  and  Anderson,  1972. 

'   Lug.  1981;  Manning,  et  al.  19S4. 

'   Belli*,  a  al.  1969:  Klein,  etal,  1973;  Wan  and  Gray.  1978;  Otada  and  Wan.  1980;  JRB  Associates. 
1981  and  1982:  Freeman,  ejal.  1982;  Depecz.  et_al.  1987;  Smart  and  Sltdnwachs.  1993;  Center  for  Health 
Policy  Studies  and  SysteMctncs,  1993.  Center  for  Heal*  Policy  Studies,  1994;  Howarth.  etaj,  1995. 

*  Lain.  1981. 


'  BeUm  and  Gcigcr,  1 970,  Strmss  and  Sparer.  1971;  Wan  and  Gray,  1978;  Stuart  and  Stanwachs,  1993 
Stuart.  etaL  1995. 

*  Ware,  etaj;  SJoss.  aaj,  1987. 

*  Chabot,  1971;  Gordis,  1973.  Anderson  and  Morgan.  1973;  Goldman  at>d  Cronnan,  1988.  Schwartz 
and  Poppen,  1988. 
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Aside  from  differences  in  their  reimbursement  systems,  HMOs  and  CHCs  have 
several  common  characteristics  which  may  account  for  the  similarity  of  their  effects. 
(These  characteristics  were  previously  outlined  in  Tables  1.1  and  1.4  in  Chapter  I.) 
CHC  studies  have  made  note  of  this.  (Okada  and  Wan,  1980;  JRB  Associates,  1982) 
First,  both  delivery  systems  offer  a  comprehensive  range  of  services.  Comprehensive 
services  in  one  facility  enable  less  reliance  on  outside  resources  and  more  control 
over  costs.  Second,  both  serve  defined  populations.  In  the  case  of  IB40s,  these  have 
generally  been  employee  groups.  For  CHCs,  these  are  the  residents  of  a  designated 
underserved  area.  Serving  a  defined  population,  consisting  primarily  of  family  units, 
enables  HMOs  and  CHCs  to  develop  integrated  patient  data  bases  and  records, 
which  further  enable  coordinated  care  management. 

The  final  common  characteristic  may  have  the  most  impact  on  HMO  and  CHC 
effects.  Both  tend  to  be  staffed  with  salaried  physicians.  As  noted  in  this  chapter, 
salaried  physicians  have  no  personal  economic  incentive  to  hospitalize  patients. 
Combine  this  with  the  fact  that  HMOs  and  CHCs  attract  physicians  interested  in 
a  less-intensive,  more  conservative  style  of  practice,  and  this  probably  explains  a 
large  part  of  their  effects  on  cost  and  utilization. 

Conclusion 

The  available  evidence  indicates  that  HMOs  have  achieved  positive  effects  in  the 
areas  of  cost,  utilization,  and  quality  for  the  population  they  serve.  This  population 
has  generally  been  employed,  middle-class  families.  The  evidence  also  suggests  that 
CHCs  have  matched  HMO  effects  while  serving  a  predominantly  disadvantaged  pop- 
ulation. These  findings,  particularly  in  the  area  of  reduced  costs,  would  no  doubt 
surprise  both  the  early  adversaries  and  the  advocates  of  CHCs.  In  their  creation, 
there  was  no  presumption  that  CHCs  would  be  cost-effective.  CHCs  were  created 
to  enhance  access  for  isolated  populations,  many  of  whom  had  complex  health  and 
social  problems.  Advocates  never  claimed  they  would  be  economically  viable.  View- 
ing health  care  as  a  right,  they  promoted  health  centers  as  the  price  to  be  paid  to 
assure  equity  and  social  justice.  As  Chapter  I  showed,  Congress  agreed,  even  in  the 
face  of  untested  presidential  opinion  that  CHCs  were  a  costly  model. 

The  mounting  evidence  of  CHC  economic  viability  over  the  years  no  doubt  en- 
hanced support  for  continuing  their  funding.  It  ought  to  secure  CHCs  a  place  in  the 
health  policy  future  as  well.  While  proponents  of  managed  care  expect  to  expand 
HMO  like  cost  savings  throughout  the  country,  this  remains  more  of  a  promise  than 
a  reality  for  Medicaid  and  elderly  populations.  Managed  care  also  provides  no  an- 
swer for  the  continuing  problem  of  the  uninsured.  CHCs  are  an  important  safety 
net  for  these  populations  and,  given  the  evidence  of  their  positive  effects  on  cost, 
utilization,  and  quality,  they  should  continue  to  be  critical  access  points  for  the  dis- 
advantaged and  the  underserved.  One  study,  cited  in  this  chapter,  termed  CHCs  "an 
initiative  of  enduring  utility."  (Freeman,  et  al,  1982)  It  appears  that  their  mission 
remains  as  relevant  today  as  it  was  during  the  War  on  Poverty. 
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The  Honorable  James  Jeffords,  Chairman 

Senate  Health,  Education,  Labor  and  Pensions  Committee 

428  Dirksen  Senate  Office  Building 

Washington,  DC  205 10 


The  Honorable  William  Frist,  MD,  Chairman 
Senate  Public  Health  Subcommittee 
422  Dirksen  Senate  Office  Building 
Washington,  DC  20510 


The  Honorable  Edward  M  Kennedy,  Ranking  Member 
Senate  Health,  Education,  Labor  and  Pensions  Committee 
Senate  Public  Health  Subcommittee 
644  Dirksen  Senate  Office  Building 
Washington,  DC  20510 

Dear  Chairman  Jeffords,  Chairman  Frist,  and  Senator  Kennedy: 

On  behalf  of  the  nationwide  network  of  community,  migrant,  homeless  and  public  housing  health 
centers  and  the  1 1  million  patients  they  serve,  I  am  writing  to  express  our  wholehearted  support  for  the 
National  Health  Service  Corps  (NHSC)  program  and  respectfully  request  that  you  act  to  reauthorize  this 
important  program  before  the  end  of  the  106*  Congress. 

Created  in  1970,  the  NHSC  provides  access  to  health  care  services  for  millions  of  people  living  in 
thousands  of  America's  rural  and  inner-city  communities  that  are  designated  as  health  professional  shortage 
areas  (HPS As).  Since  its  creation,  more  than  20,000  physicians,  dentists,  behavioral  and  allied  health 
professionals  have  provided  vital  health  care  services  for  tens  of  millions  of  Americans.  Currently,  10%  of 
the  nation's  underserved  population  receives  care  from  a  NHSC  health  professional. 

Health  centers  and  the  NHSC  have  always  been  partners  in  the  Federal  effort  to  reduce  barriers  to 
health  care  in  underserved  communities  -  a  point  underscored  by  the  fact  that  the  two  programs  are 
administered  by  the  same  agency  (the  Bureau  of  Primary  Hearth  Care)  within  the  Health  Resources  and 
Services  Administration  (HRSAL  Historically,  the  NHSC  has  been  an  indispensable  component  of  the 
health  center  success  story  -  in  the  carry  1990s,  nearly  70%  of  all  NHSC  placements  were  in  health  centers. 
This  allowed  health  centers  to  serve  more  needy  communities  while  also  giving  clinicians  an  opportunity  to 
care  for  patients  in  unique  settings. 

The  NHSC  does  extremely  good  work,  but  is  underfunded  and  as  a  result  has  a  limited  capacity  to 
meet  the  needs  of  people  Irving  primary  care,  mental  or  dental  HPS  As.  Indeed,  the  NHSC  meets  less  than 
13%  of  the  current  need  for  primary  care  clinicians  and  less  than  6%  of  the  current  need  for  dental  and 
meataLtwhavioral  health  services.  More  communities  apply  for  placement  of  Corps  providers  than  are 
available  through  the  program.  In  addition,  the  historic  bond  between  the  health  centers  and  NHSC  has 
eroded  over  the  last  decade  to  a  point  where  less  than  40%  of  all  NHSC  personnel  are  placed  in  health 
centers  today.  The  lack  of  program  funding  and  the  numerous  bureaucratic  hurdles  to  placement  of  Corps 
personnel  require  Congress  to  strengthen  the  program  to  enable  it  to  continue  to  meet  the  needs  of  rural  and 
imer-ciry  communities.  The  expiration  of  the  NHSC's  authorization  this  year  gives  Congress  that 
opportunity. 
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In  an  effort  to  provide  Congress  with  an  important  'on-the-ground'  perspective  on  ways  to  improve 
the  NHSC,  the  National  Association  of  Community  Health  Centers  (NACHC)  formed  a  task  force  last  year 
to  examine  the  program  and  develop  specific  policy  changes  to  the  NHSC  statute  for  consideration  by 
Congress.  The  task  force  was  comprised  of  health  center  directors,  each  of  whom  has  strong  expertise  in  the 
operation  of  the  NHSC  and  how  that  program  works  with  health  centers.  NACHC  strongly  urges  Congress 
to  adopt  these  recommendations. 


NACHC  Recommendations  Regarding  NHSC  Reauthorization 

/.   Congress  should  reauthorize  the  National  Heath  Service  Corps  for  five  years  at  a  funding  level  of  no 
less  than  $232  million. 

Justification  :  The  NHSC  provides  health  care  services  for  millions  of  people  who  would  otherwise  have 
only  limited  access  to  services.  In  terms  of  improved  health  outcomes  and  a  higher  quality  of  life  in 
these  communities,  the  success  of  the  NHSC  is  immeasurable.  While  we  believe  that  the  NHSC  can  be 
improved,  NACHC  wholeheartedly  supports  the  reauthorization  of  this  program. 

NACHC  urges  Congress  to  reauthorize  the  program  for  five  years.  The  NHSC  was  last  authorized  in 
1990.  Since  then,  the  health  care  system  has  undergone  dramatic  changes  and  the  number  of  uninsured 
Americans  exceeds  45  million.  In  short,  ten  years  is  too  long  to  wait  between  reconsidering  and 
modifying  a  program  that  performs  such  a  crucial  role  for  millions  of  Americans.  NACHC  also  urges 
the  program  to  authorize  funding  at  no  less  than  $232  million.  Unfortunately,  the  NHSC  program  is 
underfunded  and  places  Corps  personnel  in  less  than  13%  of  all  communities  applying  for  placement 
Even  if  the  House  and  Senate  Appropriations  Committees  funded  the  NHSC  at  this  recommended 
amount,  70%  of  all  communities  applying  for  Corps  placement  would  be  unable  to  receive  the  services 
of  Corps  personnel.  While  still  inadequate,  doubling  the  amount  of  funding  authorized  for  the  program 
would  give  the  NHSC  the  ability  to  meet  more  needs  for  health  professionals  in  underserved 
communities. 

2.  All  Federally  Qualified  Health  Centers  (FQHCs),  that  (I)  accept  Medicaid  and  Medicare  patients,  (2) 
discount  their  charges  to  individuals  on  a  sliding  fee  scale  to  individuals  based  on  their  incomes,  and 
(3)  serve  patients  regardless  of  ability  to  pay,  should  be  automatically  eligible  for  placement  of 
National  Health  Service  Corps  personnel  Automatic  eligibility  does  not  mean  automatic  placement  of 
Corps  personnel 

Justification:  The  NHSC  and  Consolidated  Health  Centers  (CHCs)  are  sister  programs  intended  address 
similar  goals  -  medical  underservice  throughout  America.  Unfortunately,  bureaucratic  hurdles  often  act 
as  barriers  to  these  two  programs  working  and  succeeding  together.  While  the  law  requires  health 
centers  to  be  located  in  "medically  underserved  areas"  or  serve  "medically  underserved  populations",  the 
Department  of  Health  and  Human  Services  (DHHS)  can  only  place  Corps  personnel  in  "health 
professional  shortage  areas."  In  other  words,  NHSC  personnel  cannot  be  placed  in  an  MUA,  only  a 
HPS  A.  As  a  result,  while  many  HPSAs  and  MUAs  overlap,  health  centers  are  required  to  file  more 
paperwork  to  be  designated  as  eligible  to  receive  a  Corps  placement.  This  hurdle  limits  the  placement  of 
Corps  personnel  at  health  centers.  For  example,  a  health  center  in  rural  Idaho  needed  the  services  of  a 
Corps  professional.  Unfortunately,  this  health  center  was  ineligible  for  placement  because  they  had 
succeeded  in  reducing  infant  mortality  in  the  area  -  high  infant  mortality  is  one  standard  used  in 
determining  an  area's  need  for  Corps  placement 
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Ensuring  that  all  FQHCs1  are  automatically  eligible  for  placement  of  Corps  personnel  will  (1)  allow  the 
NHSC  and  CHC  programs  to  compliment  each  other  to  improve  access  to  health  care,  (2)  reduce 
bureaucratic  barriers  that  may  prevent  health  centers  from  applying  for  or  receiving  placement  of  Corps 
personnel,  and  (3)  ensure  that  health  centers  use  scarce  resources  to  provide  care,  not  filing  more 
paperwork.  And,  by  ensuring  that  automatic  eligibility  does  not  mean  automatic  placement  at  FQHCs, 
DHHS  will  continue  to  have  the  flexibility  to  place  personnel  at  non-health  center  sites  that  are  most 
appropriate. 

3.  Congress  should  reaffirm  and  strengthen  current  law  requiring  NHSC  personnel  to  make  their 
services  available  to  all  patients,  regardless  of  ability  to  pay,  and  discount  patient  charges  based  on 
income.  Congress  should  require  the  Department  of  Health  and  Human  Services  to  monitor  this 
requirement  to  ensure  the  maximum  impact  of  NHSC  personnel  on  their  communities. 

Justification  :  The  purpose  of  the  National  Health  Service  Corps  is  to  meet  the  health  care  needs  of 
everyone  living  in  communities  with  health  professional  shortages  -  not  just  those  who  can  afford  to  pay 
for  services.  Current  law  requires  Corps  personnel "  .  to  the  maximum  extent  feasible, 
provide...  services...  to  all  individuals  in,  or  served  by,  such  HPS  A  regardless  of  their  ability  to  pay  for 
services. . . Unfortunately,  DHHS  has  not  sufficiently  monitored  this  requirement  to  determine  whether 
Corps  personnel  and  their  sites  are  actually  meeting  these  requirements.  Congress  should  reiterate  and 
reinforce  the  principle  that  NHSC  is  intended  to  reduce  access  barriers  for  everyone  living  in 
communities  lacking  health  professionals,  regardless  of  their  income  or  ability  to  pay  for  services.  In 
addition,  Congress  should  require  DHHS  to  enforce  this  requirement  by  instituting  penalties  for  sites  and 
NHSC  personnel  that  do  not  meet  the  requirement 

4.  NHSC  personnel  should  be  allowed  to  perform  part  time  service,  but  only  if  jointly  approved  by  the 
practitioner  and  the  placement  site  and  total  service  time  remains  the  same. 

Justification:  The  NHSC  is  frequently  evaluated  on  its  ability  to  retain  Corps  personnel  in  health 
professional  shortage  areas.  Unfortunately,  parties  are  limited  in  their  options  to  make  service  in  the 
Corps  more  attractive,  including  the  ability  of  Corps  clinicians  to  work  part-time.  This  becomes 
particularly  important  in  the  case  of  clinicians  who  may  be  starting  a  family  and  need  time  to  be  at  home 
with  their  children.  Flexibility  should  be  provided  to  enable  clinicians  to  negotiate  changes  in  their 
contracts  to  move  from  full-time  status  to  part-time  status  or  the  reverse,  and  allow  DHHS  to  permit  part- 
time  service  in  meeting  community  needs.  To  ensure  that  health  care  services  are  not  disrupted  as  a 
result,  the  site  and  the  clinician  must  agree  to  the  part-time  arrangement  To  ensure  that  the  taxpayers 
receive  the  maximum  benefit  for  their  investment  in  the  NHSC,  the  total  service  commitment  should 
remain  the  same. 

5.  To  promote  success  in  the  NHSC  program,  the  loan  repayment  program  should focus  on  the  retention 
of  practitioners  in  their  placement  sites  and  the  scholarsh  'qi  program  should  focus  on  delivering  care 
at  the  sites  of  greatest  need  for  practitioners. 

Justification:  DHHS  has  the  difficult  task  of  demonstrating  the  success  of  the  NHSC.  This  task  is  made 
more  difficult  because  those  evaluating  the  program  measure  its  success  in  different  ways.  Some  define 
success  through  a  reduction  of  health  disparities  and  barriers  to  care.  Others  define  success  based  on 
retaining  Corps  personnel  in  HPS  As  after  their  obligation  is  completed.  Still  others  define  success  based 
on  whether  the  NHSC  is  filling  the  voids  in  the  communities  of  greatest  health  care  need  that  are  hardest 
to  serve.  Unfortunately,  these  standards  often  work  against  each  other.  For  example,  communities  with 


1  FQHCs  include  all  community  health  centers  that  receive  Federal  funding  through  section  330  of  the  Public  Health 
Service  Act  and  "FQHC  loolc-alikes"  FQHC  look-alikes  meet  all  of  the  requirements  of  a  community  health  center,  but 
do  not  receive  section  330  grant  dollars  principally  due  to  lack  of  adequate  Section  330  funding 
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the  greatest  health  care  needs  may  also  be  undesirable  environments  for  clinicians  to  live  or  raise  a 
family.  Therefore,  these  communities  may  have  difficulty  retaining  clinicians  and  the  NHSC  may  appear 
to  be  failing  when  in  fact  it  is  successfully  meeting  the  needs  of  communities  for  placement  of  clinicians 
who  provide  care  for  a  period  of  time. 

NACHC  urges  Congress  modify  the  statute  to  allow  the  Corps  to  use  the  tools  at  their  disposal  -  the  loan 
repayment  and  scholarship  programs  -  to  meet  the  discrete,  but  often  contrasting,  goals  of  retention  and 
meeting  the  greatest  needs  of  HPS  As  for  care.  By  reconceptualizing  the  Scholarship  program  like  the 
"Peace  Corps"  for  service  in  the  communities  with  the  greatest  need,  students  who  receive  scholarships 
understand  that  they  will  serve  these  communities  without  any  expectation  to  stay  after  their  NHSC 
commitment  is  over.  Once  they  leave,  another  scholar  will  take  their  place,  and  so  on.  And  because  this 
is  a  voluntary  scholarship  program,  Congress  can  comfortably  require  such  a  commitment  from 
clinicians  whose  education  is  paid  for  by  the  taxpayers.  Likewise,  the  Loan  Repayment  Program  should 
be  evaluated  on  its  ability  to  retain  providers  after  their  commitment  is  over.  By  redefining  success  for 
each  part  of  the  program,  DHHS  can  focus  its  efforts  and  the  success  or  failure  of  the  Corps  can  be 
evaluated  based  on  a  clear  set  of  criteria. 

Other  Reauthorization  Recommendations  of  Importance  to  Health  Centers 

The  NHSC  program  should  complement  current federal  efforts  to  reduce  health  care  shortages  by 
placing  all  NHSC  personnel  in  non-profit  sites. 

Justification:  In  return  for  requiring  the  taxpayers  to  pay  for  their  medical  education  (and  giving  them 
the  means  to  make  a  very  good  living  in  the  future),  Congress  should  reaffirm  that  the  goal  of  the  Corps 
to  provide  health  care  services  to  everyone,  not  to  build  a  successful  for-profit  medical  practice. 
Unfortunately,  DHHS  can,  and  often  does,  waive  a  Corps  clinician's  obligation  to  service  but  does  not 
prevent  them  from  setting  up  a  for-profit  practice.  Even  more,  there  is  no  prohibition  against  these  for- 
profit  practices  taking  the  paying  patients  away  from  health  centers  or  other  safety  net  providers,  leaving 
them  with  uninsured  and  Medicare  and  Medicaid  patients.  Coupled  with  the  lax  enforcement  of  the 
current  requirement  that  NHSC  personnel  care  for  Medicate  and  Medicaid  patients  and  other  patients 
regardless  of  their  ability  to  pay,  this  creates  a  situation  where  the  taxpayers  are  subsidizing  clinicians' 
for-profit  practices  without  any  public  benefit  in  return.  Congress  should  remedy  this  by  requiring 
DHHS  to  ensure  that  all  NHSC  personnel  practice  in  not-for-profit  settings  and  provide  care  for 
everyone,  regardless  of  their  ability  to  pay  for  services. 

While  intended  to  eliminate  discrimination  in  NHSC  placements  at  n&n  federally funded  sites,  Section 
333(a)(3)  of  Public  Health  Service  Act  has  been  used  to  reduce  placement  at federally funded  sites, 
including  FQHCs. 

Justification:  Section  333(aX3)  currently  requires  the  Secretary  not  to  discriminate  against  entities  that 
do  not  receive  Federal  financial  assistance  under  the  Public  Health  Service  Act  when  placing  Corps 
personnel.  While  intended  to  ensure  that  all  Corps  placements  were  not  placed  in  federally  funded  sites, 
this  paragraph  has  actually  had  the  effect  of  discriminating  against  health  centers  and  other  similar 
entities.  This  is  unfortunate  given  the  historic  connection  between  the  NHSC  and  CHC  programs. 
DHHS  should  have  strong  incentives  to  reinforce  the  investment  of  Federal  dollars  in  health  centers  by 
placing  Corps  personnel  in  health  centers.  We  urge  Congress  to  strike  paragraph  (3)  and  reinforce  the 
strong  ties  between  the  Corps  and  health  centers. 
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•>  Because  placements  of  NHSC  personnel  should  be  made  in  the  best  interest  of  and  according  to  the 
needs  of  underserved  communities,  the  current  10%  practitioner  set-asides  should  be  eliminated 

Justification:  Since  their  inception,  health  centers  have  taken  a  comprehensive  approach  to  health  care 
for  their  patients.  Health  centers  incorporate  an  interdisciplinary  approach  to  the  health  of  their  patients 
by  providing  medical  and  allied  health  services,  as  well  as  mental/behavioral  health  services  and  in  many 
cases,  dental  services.  Given  this  approach,  health  centers  cannot  function  or  succeed  without  a  whole 
range  of  health  care  providers,  including  physicians,  physician  assistants,  nurse  midwives,  nurse 
practitioners,  mental/behavioral  health  professionals  and  dental  professionals.  Health  centers  are  a 
model  to  demonstrate  the  importance  of  such  an  approach  and  how  the  DHHS  cannot  simply  focus  on 
providing  loan  repayment  and  scholarships  to  physicians.  Fundamentally,  health  centers  believe  that  the 
NHSC  program  should  be  operated  with  the  best  interests  of  the  patients  in  the  community,  not  those  of 
health  professionals,  in  mind 

When  the  NHSC  was  reauthorized  in  1990,  Congress  required  10  percent  of  the  dollars  obligated  for  the 
Scholarship  program  go  to  certain  classes  of  providers,  including  nurse  practitioners,  nurse  midwives, 
and  physician  assistants.  This  set-aside  was  created  to  force  DHHS  not  to  provide  scholarships  only  to 
physicians,  but  the  entire  range  of  eligible  health  professionals.  In  their  most  recent  data,  DHHS  has 
shown  that  more  than  10%  of  program  funding  went  to  these  clinicians,  demonstrating  the  irrelevancy  of 
the  set-aside  today. 

NACHC  believes  that  Congress  should  require  DHHS  to  take  a  different  approach  to  meeting  the  diverse 
health  care  needs  of  communities.  Congress  should  eliminate  the  current  provider  set-asides  and  instead 
require  DHHS  to  make  extensive  efforts  to  educate  communities  regarding  the  wide  range  of  health  care 
services  that  can  be  provided  by  Corps  personnel  and  how  those  resources  can  best  be  used  to  meet  the 
unique  health  needs  of  communities.    In  addition,  DHHS  should  assess  how  the  needs  of  communities 
car.  best  be  met  through  the  placement  of  Corps  personnel.  DHHS  should  promote  collaboration 
between  communities  and  other  health  partners,  including  State  Offices  of  Rural  Health,  State  Primary 
Care  Associations  and  Offices,  and  State  and  local  health  organizations  in  site  development  and 
community  needs  assessment 


In  summary,  NACHC  fully  supports  the  reauthorization  of  the  National  Health  Service  Corps  this 
year.  On  behalf  of  health  centers  that  understand  the  challenges  confronting  the  millions  of  people  living 
without  access  to  heakh  care  services  and  the  importance  of  the  NHSC  to  meet  those  challenges,  we  believe 
the  recommendations  presented  here  would  improve  and  strengthen  the  NHSC.  We  urge  Congress  to  adopt 
them.  If  you  have  any  questions,  or  if  NACHC  can  be  of  any  assistance  to  you  with  respect  to  the 
reauthorization  of  the  National  Health  Service  Corps,  please  feel  free  to  contact  Chris  Koppen,  Federal 
Affairs  Representative,  at  (202)659-8008x111  or  ckoppcn@nachc.com. 

In  advance,  thank  you  for  your  thoughtful  consideration  of  these  requests. 


Sincerely, 


Thomas  J.  Van  Coverden 
President  and  CEO 


Cc: 


All  Members,  Senate  Health,  Education,  Labor,  and  Pensions  Committee 
All  Members,  Senate  Rural  Health  Care  Caucus 
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The  Chairman.  Obviously  excellent  testimony.  [Laughter.] 
Our  final  member  of  the  first  panel  is  Mr.  John  Beauregard  of 
Jericho,  VT.  He  is  a  native  of  Essex  Junction,  where  he  grew  up 
actively  involved  in  sports,  including  bobsledding,  skiing,  hockey, 
and  bike  racing  and  became  an  Eagle  Scout.  I  was  present  when 
you  became  that  Eagle  Scout,  and  I  helped  in  that  ceremony.  I  re- 
member it  well.  It  was  wonderful.  His  love  of  sports  led  to  his  serv- 
ice as  a  security  guard  at  the  1980  Winter  Olympics  in  Lake  Plac- 
id, NY. 

He  pursued  a  career  in  the  printing  industry  and  became  a  mas- 
ter printer.  During  17  years  in  the  profession,  he  worked  as  a  dem- 
onstrator for  industrial  printing  presses  and  provided  installation, 
repair,  and  troubleshooting  services  to  commercial  printers 
throughout  North  America.  Diagnosed  with  multiple  sclerosis,  Mr. 
Beauregard  continued  to  work  full  time  despite  physical  difficulties 
and  repeated  hospitalizations.  Until  finding  it  necessary  to  dis- 
continue work  in  1998,  he  was  covered  by  his  employer's  health  in- 
surance. Since  then,  he  has  been  covered  by  COBRA  and  has  also 
paid  for  his  own  health  care  at  considerable  expense. 

Welcome,  Mr.  Beauregard.  We  are  fortunate  to  have  you  with  us 
here  today  and  look  forward  to  your  testimony. 

STATEMENT  OF  JOHN  BEAUREGARD,  CONSUMER,  JERICHO, 

VT 

Mr.  Beauregard.  Thank  you.  Good  morning,  ladies  and  gentle- 
men. I  would  like  to  thank  Senator  Jeffords  for  inviting  me  here 
today  to  speak  about  my  experiences  with  health  care. 

In  1994  I  began  to  develop  physical  difficulties  and  was  diag- 
nosed with  multiple  sclerosis.  During  the  course  of  my  disease  I 
have  had  numerous  doctors'  visits,  costly  diagnostic  tests,  such  as 
MRIs  and  CAT  scans,  and  hundreds  of  blood  tests.  Most  of  these 
expenses  were  covered  by  my  employer's  health  care  plan.  By  De- 
cember of  1998  I  was  no  longer  able  to  work  in  my  profession. 
Since  then  my  health  care  costs  have  been  covered  by  COBRA. 
Since  1994  my  health  care  bills,  not  including  prescription  costs, 
have  been  in  excess  of  $69,000.  In  addition  to  this  extensive  testing 
and  lab  work,  I  have  also  been  prescribed  various  medications  that 
are  very  costly.  I  have  paid  thousands  of  dollars  on  my  own  for 
these  prescriptions.  Fortunately,  COBRA  did  cover  a  weekly  injec- 
tion that  cost  $777  each  month.  Needless  to  say,  without  the  em- 
ployer health  insurance  and  COBRA,  I  would  be  on  skid  row. 

COBRA  is  not  free.  I  currently  pay  $281  per  month  to  maintain 
my  coverage,  and  I  have  so  far  paid  over  $5,000  to  do  so.  Having 
COBRA  has  enabled  me  to  access  the  health  care  that  I  need,  and 
I  am  convinced  that,  without  it,  would  not  be  functioning  as  well 
as  I  am  today,  and  would  not  be  able  to  appear  here  before  you. 
But  unfortunately,  it  continues  to  drain  my  resources. 

COBRA  is  not  forever  either.  In  2  months  my  COBRA  coverage 
will  expire,  leaving  me  with  a  prospect  of  finding  a  health  plan  that 
will  provide  the  coverage  that  I  need.  I  have  inquired  about  cov- 
erage through  the  Department  of  Social  Welfare  but  have  discov- 
ered that  a  person  needs  to  be  destitute  before  the  plan  would  be 
made  available.  If  a  person  has  any  savings,  a  retirement  plan,  or 
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any  other  possessions,  they  do  not  qualify  for  this  low-cost  alter- 
native or  others  like  Medicaid.  I  have  also  looked  into  coverage 
through  private  insurance  providers  and  would  have  to  pay  almost 
$500  per  month  to  maintain  the  coverage  I  need.  This  will  still  in- 
volve a  deductible  of  between  $1,000  and  $2,000  per  year  for  hos- 
pital visits.  Unfortunately,  as  of  July  the  only  options  available  to 
me  will  be  a  very  costly  private  insurance  plan  such  as  this  or  to 
deplete  all  my  possessions  and  savings. 

If  I  were  to  make  some  suggestions  regarding  health  care  cov- 
erage, I  would  propose  that  a  person's  financial  holdings  should  not 
be  a  stumbling  block  to  accessing  low-cost  coverage.  If  a  person, 
such  as  myself,  who  has  worked  hard  to  save  money,  buy  a  car, 
and  contribute  to  a  retirement  plan,  acquires  a  disability,  why 
should  they  be  penalized  for  it?  Why  should  I  be  forced  to  spend 
everything  I  have  before  I  can  become  eligible  for  assistance?  I  am 
not  looking  for  a  handout,  just  affordable  coverage.  The  CARE  Act 
would  offer  a  tax  credit  which  would  make  available  to  me  $1,000 
which  could  be  advanced  to  my  insurer,  and  I  also  like  that  it 
would  include  options  to  help  me  buy  health  care. 

I  think  I  should  point  out  I  am  currently  looking  for  employment 
that  would  better  match  my  current  situation  and  hope  that  insur- 
ance will  be  available  when  whomever  hires  me.  So  if  you  are  look- 
ing for  anyone  that  is  a  hard  working,  skilled  professional,  please 
send  them  my  way.  Thank  you.  [Laughter.] 

[The  prepared  statement  of  Mr.  Beauregard  follows:] 

Prepared  Statement  of  John  L.  Beauregard 

Good  Morning  ladies  and  gentlemen.  I  would  like  to  thank  Senator  Jeffords  for 
inviting  me  here  today  to  speak  about  my  experiences  with  health  care. 

In  1994  I  began  to  develop  physical  difficulties  and  was  diagnosed  with  Multiple 
Sclerosis.  During  the  course  of  my  disease  I  have  had  numerous  doctor's  visits,  cost- 
ly diagnostic  tests  such  as  MRI's  and  CAT  scans  and  hundreds  of  blood  tests.  Most 
of  these  expenses  were  covered  by  my  employer's  health  care  plan.  By  December  of 
1998  I  was  no  longer  able  to  work  in  my  profession.  Since  then  my  health  care  costs 
have  been  covered  by  COBRA.  Since  1994  my  health  care  bills,  not  including  pre- 
scription costs,  have  been  in  excess  of  $69,000.  In  addition  to  this  extensive  testing 
and  lab  work  I  have  also  been  prescribed  various  medications  that  are  very  costly. 
I  have  paid  thousands  of  dollars  on  my  own  for  these  prescriptions.  Fortunately, 
COBRA  did  cover  a  weekly  injection  that  cost  $777  each  month!  Needless  to  say, 
without  employer  health  insurance  and  COBRA,  I  would  be  on  Skid  Row. 

But  COBRA  isn't  free.  I  currently  pay  $281  per  month  to  maintain  my  coverage, 
and  I  have  so  far  paid  over  $5,000  to  do  so.  Having  this  plan  has  enabled  me  to 
access  the  health  care  I  need,  and  I'm  convinced  that  without  it  I  would  not  be  func- 
tioning as  well  as  I  am  today,  and  would  have  been  unable  to  appear  before  you. 
But  unfortunately,  it  continues  to  drain  my  resources. 

COBRA  isn't  forever  either.  In  two  months  my  COBRA  coverage  will  expire,  leav- 
ing me  with  the  prospect  of  finding  a  health  plan  that  will  provide  the  coverage  I 
need.  I  have  inquired  about  coverage  through  the  Department  of  Social  Welfare,  but 
have  discovered  that  a  person  needs  to  be  destitute  before  this  plan  would  be  made 
available. 

If  a  person  has  any  savings,  a  retirement  plan  or  any  other  possessions  they  do 
not  quality  for  this  low  cost  alternative,  or  others  like  Medicaid/Medicare.  I  have 
also  looked  into  coverage  through  private  insurance  providers,  and  will  have  to  pay 
almost  $500  a  month  to  maintain  the  coverage  I  need.  This  will  still  involve  a  de- 
ductible of  between  $1,000  and  $2,000  per  year  for  hospital  visits.  Unfortunately, 
as  of  July  the  only  options  available  to  me  will  be  a  very  costly  private  insurance 
plan  such  as  this,  or  to  deplete  all  my  possessions  and  savings. 

If  I  were  to  make  some  suggestions  regarding  health  care  coverage,  I  would  pro- 
pose that  a  person's  financial  holdings  shouldn't  be  a  stumbling  block  to  accessing 
low  cost  coverage.  If  a  person  such  as  myself  has  worked  hard  to  save  money,  buy 
a  car  and  contribute  to  a  retirement  plan,  and  then  acquires  a  disability,  why 
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should  they  be  penalized  for  it?  Why  should  I  be  forced  to  spend  everything  I  have 
before  I  can  become  eligible  for  assistance?  I'm  not  looking  for  a  handout,  just  af- 
fordable coverage.  The  CARE  Act  would  offer  a  tax  credit  which  would  make  avail- 
able to  me  $1,000  which  could  be  advanced  to  my  insurer.  I  also  like  that  it  will 
include  options  to  help  me  buy  health  care. 

I  think  I  should  point  out  that  I  am  currently  looking  for  employment  that  will 
better  match  my  current  situation,  and  hope  that  insurance  will  be  available  with 
whoever  hires  me.  So,  if  you  know  of  anyone  who  is  looking  for  a  hard  working, 
skilled  professional,  please  send  them  my  way! 

The  Chairman.  Thank  you  very  much.  Very  important  testi- 
mony, presenting  a  real -life  situation  that  we  can  discuss.  I  am 
sure  all  of  us  admire  what  you  are  doing  under  the  circumstances. 

You  mentioned  that  you  have  had  COBRA  since  December  of 
1998.  Would  a  credit  or  voucher  that  pays  all  or  a  portion  of  your 
COBRA  premium  have  improved  your  situation  over  those  months? 

Mr.  Beauregard.  Yes.  It  would  put  a  little  bit  more  money  in 
my  pocket  because  I  am  currently  paying  $281  a  month  for  this 
coverage.  And  right  now  I  am  unemployed,  so  it  is  taxing  the 
money  that  I  have. 

The  Chairman.  You  mentioned  that  you  have  looked  into  private 
insurance  options  available  once  your  COBRA  coverage  runs  out. 
Would  these  options  have  costs  and  benefits  similar  to  your 
COBRA  coverage? 

Mr.  Beauregard.  Yes,  they  do  but,  again,  these  similar  costs  de- 
pend on  how  much  I  want  to  pay  for  coverage.  I  could  only  pay, 
you  know,  a  hundred  and  something  dollars  but  get  a  very  minimal 
coverage  with  higher  deductibles,  but  if  I  pay  a  higher  cost  to  cover 
my  insurance,  then  the  deductibles  will  be  lessened. 

The  Chairman.  In  your  present  situation,  what  are  your  pros- 
pects for  health  care  coverage  in  the  future? 

Mr.  Beauregard.  Well,  I  am  currently  looking  for  a  job  which 
would  allow  me  to  access  health  insurance.  Without  that,  I  will 
continue  very  shortly  to  look  for  a  plan  that  would  cover  my  needs 
because  without  it,  I  would  have  some  real  difficulties  and  I  would 
be,  like  I  said,  on  skid  row. 

The  Chairman.  You  are  a  very  skilled  person.  What  kind  of  re- 
ception do  you  get  when  looking  for  employment  in  your  present 
condition? 

Mr.  Beauregard.  Mixed.  Mixed.  You  know,  some  people  see  that 
I  have  a  disability  and,  you  know,  say  that  I  am  overqualified  for 
a  position,  for  which  I  know  I  am  not  overqualified.  I  could  very 
easily  handle  any  type  of  position.  I  am  looking  to  get  some  extra 
schooling  right  now  to  advance  myself  into  a  type  of  position  where 
I  would  be  comfortable  doing. 

The  Chairman.  What  about  health  care  coverage?  Is  that  a  bar- 
rier under  your  present  situation?  In  other  words,  do  they  look  at 
you  and  say,  well,  you  are  really  highly  skilled,  but  what  is  it  going 
to  cost  me  as  an  employer  to  cover  you? 

Mr.  Beauregard.  There  have  been  no  problems  that  Fm  aware 
of. 

The  Chairman.  That  is  good.  Thank  you.  I  will  come  back  to  you 
maybe. 
Mr.  Beauregard.  OK. 

The  Chairman.  Maxine,  let  me  go  back  to  you  now.  Do  you  think 
Congress  should  enact  health  care  legislation  that  increases  cov- 
erage by  expanding  government  programs  such  as  Medicaid  and 
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the  State  Childrens'  Health  Insurance  Program,  S-CHIP,  or  by 
building  on  the  private  health  insurance  market,  or  some  combina- 
tion of  both? 

Ms.  Brandenburg.  Well,  I  think  I  would  say  the  same  thing 
about  Congress  as  we  have  said  about  the  State.  We  should  not  ex- 
pand any  coverage  that  we  are  not  going  to  pay  for.  Our  problem 
is  that  public  programs  continue  to  expand  without  paying  the  pro- 
viders adequately,  and  it  is  just  distorting  the  system  further.  So 
it  is  not  the  principle  of  providing  expanded  coverage  through  pub- 
lic programs,  the  question  is,  at  what  rate  should  public  programs 
be  reimbursing  the  provider  community?  We  have  to  remember 
that  the  major  portion  of  Americans  are  covered  through  private 
programs  which  are  absorbing  the  cost  shift.  And  so  that  is  my  con- 
cern. 

I  think  the  issue  with  the  CARE  Act  is  that,  while  giving  a  tax 
credit  to  people  who  do  not  have  insurance  is  certainly  a  valid 
thing,  and  I  had  this  discussion  with  Kim  on  the  phone,  it  is  my 
concern  for  Vermont  that  a  bigger  problem  really  is  the  moderate 
working  class  family  working  for  a  small  company.  I  can  give  you 
real  examples  of  industries  in  Vermont  where  small  businesses  are 
providing  through  industry  associations  a  plan  where  a  family  of 
four  with  an  income  of  $52,000  a  year,  has  a  co-pay  for  their  health 
insurance  that  is  about  $350  to  $380  a  month.  In  addition,  they 
pay  $20  per  visit,  and  they  pay  a  significant  share  of  their  prescrip- 
tion drug  costs.  That  is  a  huge  burden  on  a  family  with  a  $52,000 
income,  to  have  to  pay  $4,000  a  year  for  health  insurance.  I  would 
like  to  see  a  tax  credit  that  maybe  starts  to  address  those  families. 
Because,  rather  than  going  naked  for  insurance,  which  some  people 
choose  to  do,  many  families  are  stretching  themselves  if  they  are 
buying  the  insurance,  and  it  is  a  huge  cost  to  them. 

So  if  there  was  some  way  to  possibly  have  some  kind  of  a  credit 
for  the  working  family  under  a  certain  income  level,  I  would  like 
to  see  that.  As  I  said,  what  happens  is  in  Vermont,  for  example, 
at  $50,000  a  family  gets  Dr.  Dynasaur  for  their  kids,  but  at 
$52,000  they  do  not  get  anything  for  their  kids,  and  suddenly  they 
are  thrown  into  a  plan  that  can  be  very,  very  costly.  So  the  issue 
is,  how  do  we  more  equitably  take  the  dollars,  realizing  that  we 
have  a  limited  number  of  Federal  dollars  we  can  invest?  It  is  back 
to  that  fundamental  question,  how  do  we  most  equitably  distribute 
the  resources  that  are  out  there  to  benefit  as  many  people  as  pos- 
sible in  a  fairer  manner?  And  that  is  my  concern. 

The  other  piece  is,  and  I  know  it  is  not  under  the  purview  of  your 
committee  because  you  are  dealing  with  the  insurance  side,  but  I 
think  the  reimbursement  rates  should  be  looked  at.  I  mean,  what 
is  the  cost  to  the  Federal  Government  for  every  penny  on  the  dollar 
that  they  increase  their  reimbursement  to  providers  under  Federal 
programs?  You  know,  I  would  like  to  know  that  number,  and  I  do 
not  know  what  it  is,  but  we  are  feeling  that  push  here.  And  it  is 
very,  very  painful  to  the  business  community  in  Vermont  and  to 
the  employers  and  to  the  employees  because,  remember,  it  is  em- 
ployees in  Vermont  who  are  increasingly  paying  for  this. 

I  am  very  worried  about  setting  up  a  sort  of  a  camp  of  the  pub- 
licly funded  health  care  recipients  and  of  privately  funded  health 
care  recipients.  That  is  the  last  thing  we  want  to  do.  We  should  en- 
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sure  that  all  Vermonters  get  health  coverage,  and  we  should  try  to 
make  the  health  coverage  resources  we  have  in  Vermont  as  high 
quality  and  equitable  as  possible  versus  the  situation  that  is  in- 
creasingly skewing  the  coverage  and  taking  one  working  class  fam- 
ily and  almost  setting  them  up  in  opposition  to  another  working 
class  family,  This  is  not  in  our  interest,  it  is  not  good  public  policy, 
it  is  not  good  democracy;  and  it  is  not  good  health  care. 

So  I  am  very  concerned  about  how,  again,  we  can  take  these  re- 
sources, and  distribute  them  more  equitably.  I  keep  coming  back  to 
the  reimbursement  because  in  many  respects  the  reimbursement, 
combined  with  the  way  the  public  programs  have  been  designed, 
are  causing  the  skewing  of  the  system.  I  know  it  was  not  the  inten- 
tion, but  it  is  the  way  it  is  playing  out  in  the  real  world  for  many 
people.  And  I  just  think  we  have  to  step  back  and  look  at  every 
time  we  put  in  a  piece  of  legislation  and  say,  is  it  going  to  exas- 
perate that  relationship,  or  is  it  going  to  ameliorate  or  improve  the 
relationship  of  the  benefits  between  the  public  and  the  private  re- 
cipients. 

The  Chairman.  Frank,  with  regard  to  tax  benefits,  what  was  the 
difference  in  the  tax  treatment  between  your  IBM  health  benefits 
and  insurance  you  could  purchase  as  a  self-employed  person?  Did 
the  tax  differences  impact  your  decision  to  become  an  incorporated 
business? 

Mr.  Driscoll.  A  couple  of  questions  there,  I  guess.  When  I 
worked  for  IBM,  and  I  think  Maxine  also  mentioned  this  in  her  in- 
troductory remarks,  that  the  cost  of  health  care  is  borne  someplace. 
That  bill  is  paid  at  some  level.  It  is  obviously  hidden  from  you 
when  you  are  an  employee  of  a  company  such  as  IBM,  although  I 
do  understand  at  IBM  things  have  changed  in  that  time  frame. 
Certainly  when  I  became  self-employed  the  tax  implications  hit  me 
square  in  the  face.  And  they  have  actually  caused  me  to  make 
some  business  decisions  about  whether  or  not  I  would  hire  employ- 
ees and  what  form  of  corporate  organization  I  would  pursue  be- 
cause of  the  tax  differences  and  the  different  types  of  tax  struc- 
tures. And,  actually,  I  was  having  conversation  prior  to  the  hearing 
this  morning,  and  I  have  actually  made  some  decisions  in  my  busi- 
ness about  pursuing  subcontractor  employees  and  the  kind  of  busi- 
ness I  would  pursue  versus  having  employees  and  being  forced  to 
provide  the  same  level  of  benefits  and  coverage  to  them  under  cer- 
tain corporate  structures  that  are  provided  to  myself  and  my  fam- 
ily. I  did  not  even  consider  those  implications  when  I  was  thinking 
of  leaving  IBM.  I  perhaps  should  have,  but  I  was  pursuing  the 
American  dream  of  self-employment. 

I  actually  found  sitting  here  next  to  John  and  listening  to  John's 
testimony  this  morning,  that  I  have  often  thought  of  my  health  in- 
surance cost  as  an  issue  of  budgeting  and  the  percentage  of  money 
that  I  would  have  to  expend.  And  what  dawned  on  me,  and  as  an 
optimistic  person  I  never  think  down  this  path,  that  at  any  point 
in  time  when  I  stop  providing  services  as  an  independently  em- 
ployed contractor,  consultant,  provider  of  services,  that  my  revenue 
stream  does  not  slow  down  and  my  coverage  does  not  abate  as  a 
move  to  a  COBRA  environment.  My  income  goes  to  zero.  If  I  do  not 
show  up  to  provide  services,  I  do  not  generate  any  income.  If  I  do 
not  pay  my  health  insurance  premium,  my  premiums  get  stopped. 
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So  at  this  point  in  time  there  are  no  health  problems  for  myself  or 
among  my  family,  but  if  I  were  in  a  position  that  John  is  in,  I 
would  probably  find  that  even  the  provisions  in  the  CARE  Act  that 
you  are  proposing  would  not  be  sufficient  enough  for  me,  because 
I  would  have  no  income  against  which  to  balance  those.  So  a  credit 
would  be  something  that  I  would  absolutely  have  to  utilize  to  con- 
tinue my  health  insurance  coverage  because  as  I  think  John  so 
aptly  referenced  skid  row,  I  would  be  in  that  position  with  no  in- 
come and  no  possibility  of  even  being  able  to  purchase  health  in- 
surance as  soon  as  some  kind  of  disability  became  apparent  in  my 
life. 

The  Chairman.  You  mentioned  that  you  had  to  spend  consider- 
able time  and  energy  researching  your  health  insurance  options. 
Mr.  DRISCOLL.  I  certainly  did. 

The  Chairman.  Obviously  IBM  provided  this  service  when  you 
were  an  employee.  Do  you  think  that  individuals  would  generally 
do  a  job  equal  to,  better  than,  or  worse  than  their  employers  in  per- 
forming these  functions? 

Mr.  Driscoll.  I  guess  the  first  thing  that  strikes  me  is  when  you 
are  in  the  employ  of  an  organization,  probably  the  options  that  are 
available  to  you  are  limited  because  your  employer  contracts  for 
some  limited  services  that  you  perhaps  may  choose  from.  I  do  not 
have  any  recollection  of  making  any  choices  when  I  worked  at  IBM. 
It  was  a  plan  that  I  was  enrolled  in,  and  I  subscribed  to  its  man- 
dates. The  most  recent  experience  I  had  when  Kaiser-Permanente 
left  the  State,  I  had  to  choose  a  new  health  care  provider.  My  wife 
and  I  invested  hours,  many,  many  hours  trying  to  put  pieces  of 
paper  on  the  table  so  that  we  could  assess  what  benefits  came  with 
what  options  package  came  with  what  premiums,  what  co-pay- 
ments, what  deductibles,  and  what  we  had  to  make  a  choice  of 
leaving  out.  So,  for  example,  dental  coverage  left.  We  made  that 
choice  because  we  were  down  to  two  children  age  18  and  21  where 
they  had  no  history  of  dental  problems.  We  kind  of  rolled  the  dice 
and  decided  that  we  would  go  without  dental  coverage  because  the 
premiums  in  the  policy  we  were  choosing  were  exorbitant.  So  I 
would  have  to  say  that  the  difference  in  investment  and  time  try- 
ing to  compare  programs  was  really  significant. 

This  may  be  a  bit  of  a  stretch,  but  it  really  would  be  beneficial 
to  the  consumer  to  have  some  kind  of  standards  under  which  they 
provided  documentation  about  health  care  offerings  so  that  you 
could  do  more  of  a  comparison  of  apples  to  apples  rather  than  look- 
ing at  a  pear,  and  peach  and  an  orange  and  try  to  figure  out  for 
the  dollar  you  pay  whether  or  not  you  are  really  getting  com- 
parable services.  It  is  a  difficult  maze  to  wander  through. 

The  Chairman.  David,  the  Health  CARE  Act  that  I  sponsored 
would  provide  a  tax  credit  or  voucher  to  individuals  and  families, 
based  on  their  income.  Recipients  of  the  credit  would  be  permitted 
to  buy  health  insurance  in  the  group  or  individual  market;  but  as 
you  mentioned,  some  people  do  not  have  access  to  services,  even  if 
they  have  insurance.  Does  it  make  sense  to  let  these  people  use 
their  credit  or  voucher  for  services  they  receive  from  the  commu- 
nity health  center? 

Mr.  Reynolds.  Sure.  [Laughter.] 

The  Chairman.  I  am  not  surprised  by  that  answer. 
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Mr.  Reynolds.  Well,  I  think  that  is  fine  for,  as  I  said,  where 
health  centers  are  located.  Health  centers  are  serving  10  million  of 
the  43  million  who  live  in  underserved  areas,  so  there  still  needs 
to  be  more  investment  in  the  creation  of  more  community  health 
centers  or  community  health  center  like  practices.  That  can  be 
done  even  through  a  grant  or  through  reimbursement  mechanisms 
that,  as  Maxine  was  talking  about,  adequately  compensate  provid- 
ers who  are  providing  care  in  those  regions.  We  have  a  long  history 
of  programs  like  the  National  Health  Service  Corps  training  physi- 
cians and  other  caregivers,  nurse  practitioners,  physician  assist- 
ants, who  can  then  practice  in  underserved  areas  because  the  Fed- 
eral Government  pays  off  their  loans  or  actually  pays  for  their  edu- 
cation. That  program  has  fallen  off  particularly  during  the  Reagan 
years  and  there  is  an  attempt  now  to  increase  that. 

The  bill  I  mentioned  would  double  the  appropriation  for  National 
Health  Service  Corps.  In  addition  to  the  financial  access  to  care 
and  even  financial  remuneration  for  those  community  health  cen- 
ters that  exist,  we  still  have  a  ways  to  go  to  create  more  points  of 
access  in  those  areas  that  are  still  underserved. 

The  Chairman.  In  those  areas  where  you  do  have  access  now,  I 
am  wondering  whether  the  $1,000  tax  credit,  or  $2,000  for  families, 
would  allow  you  to  work  out  an  arrangement  with  the  health  care 
centers  essentially  to  provide  insurance? 

Mr.  Reynolds.  Yes.  I  mean,  we  have  looked  at  that  both  within 
the  State  and  nationally  but,  you  know,  as  long  as  the  insurance 
laws  are  what  they  are,  and  you  need  to  have  your  capital  reserves, 
etc.,  you  do  not  want  to  offer  a  product,  which  we  have  done  too 
much  I  think,  that  runs  the  risk  of  disappearing.  It  would  be  hard 
for  a  community  health  center  to  capitalize  such  an  insurance 
mechanism.  I  think  some  of  these  other  things  that  you  have  intro- 
duced would  address  the  problem  nicely,  but  this  also  offers  an- 
other arena  for  people  who  are  uninsured  to  maybe  afford  some  in- 
surance. 

The  Chairman.  Do  your  clients  generally  have  some  sort  of 
health  insurance,  or  are  they  uninsured? 

Mr.  Reynolds.  We  say  we  have  25  percent  factor.  We  have  25 
percent  on  Medicare,  25  percent  on  Medicaid,  25  percent  unin- 
sured, and  25  percent  insured.  Now  among  the  25  percent  who  are 
insured,  many  are  underinsured.  Some  of  them  have  catastrophic 
policies  that  just  do  not  cover  basic  health  services.  And  if  they  are 
below  200  percent  of  poverty,  based  on  family  size  and  income,  we 
do  offer  fortunately  a  sliding  scale  for  payment  in  this  State.  There 
are  not  many,  but  anyone  under  100  percent  of  poverty  who  does 
not  have  insurance  would  not  be  charged  for  the  services  they  re- 
ceive at  our  community  health  centers. 

The  Chairman.  All  set.  Thank  you  very  much.  Very  helpful  testi- 
mony and  discouraging  testimony  at  the  same  time,  but  that  is  all 
right.  I  anticipated  that.  We  look  forward  to  continuing  our  discus- 
sion informally  as  we  move  through  the  process  of  trying  to  get 
some  of  these  bills  passed.  Thank  you.  Very,  very  helpful. 

Mr.  Reynolds.  Thank  you.  [Recess.] 

The  Chairman.  The  hearing  will  come  to  order.  Now  I  would  like 
to  introduce  our  second  panel  of  witnesses.  Dr.  Keith  Michl,  a  phy- 
sician specializing  in  internal  medicine  with  a  subspecialty  interest 
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in  geriatric  medicine,  spent  14  years  as  a  member  of  a  group  prac- 
tice. Subsequently,  he  founded  his  own  solo  practice  in  Dorset,  VT, 
the  Dorset  Village  Health  Center. 

In  addition,  he  is  the  medical  director  of  Physician  Services  of 
Vermont,  a  physician-directed  managed  care  health  network  and 
management  services  company.  He  is  an  attending  physician  and 
chair  of  the  Department  of  Medicine  at  the  Southwest  Vermont 
Medical  Center  in  Bennington,  VT,  and  he  is  a  clinical  assistant 
professor  of  medicine  at  the  University  of  Vermont  College  of  Medi- 
cine in  Burlington. 

He  is  a  former  president  of  the  Vermont  Medical  Society  and  the 
immediate  past  governor  of  the  Vermont  chapter  of  the  American 
College  of  Physicians. 

Dr.  Michl,  I  am  pleased  to  have  you  here. 

Dr.  MlCHL.  Thank  you,  Senator. 

The  Chairman.  Please  proceed. 

STATEMENT  OF  DR.  KEITH  MICHL,  DORSET  VILLAGE  HEALTH 
CENTER,  DORSET,  VT,  ON  BEHALF  OF  THE  AMERICAN  COL- 
LEGE OF  PHYSICIANS,  AMERICAN  SOCIETY  OF  INTERNAL 
MEDICINE 

Dr.  MlCHL.  I  am  here  to  present  my  views  on  the  challenges  of 
the  private  nealth  insurance  market  in  Vermont  and  highlight  the 
problems  of  both  the  public  and  the  private  insurance  in  our  State 
and  to  reaffirm  the  American  College  of  Physicians,  American  Soci- 
ety of  Internal  Medicine's  support  of  Senate  bill  2320,  the  Health 
Coverage,  Access,  Equity  and  Relief  Act. 

One  of  the  greatest  challenges  that  Vermont  physicians  and  em- 
ployers face  now  is  to  keep  the  market  based  private  insurance  sys- 
tem available  and  affordable  for  our  patients  and  employees.  In  the 
last  several  years,  employers  in  Vermont  have  been  forced  to  pay 
annual  premium  increases  of  between  15  to  over  30  percent.  Two 
years  ago  I  went  into  solo  practice  and  I  am  now  purchasing  a 
group  policy  through  the  Medical  Society.  My  policy  through  Blue 
Cross/Blue  Shield  has  gone  up  70  percent  over  the  last  3  years 
making  me  glad  that  two  out  of  my  four  employees  are  covered  by 
their  spouses  who  are  in  State  programs.  Hopefully  they  are  going 
to  continue  getting  their  insurance  that  way.  I  really  feel  strongly 
about  providing  health  insurance  for  my  employees,  but  it  is  very 
difficult  to  do  that.  We  are  having  increased  problems  in  getting 
employee  coverage.  In  our  town,  we  are  clamoring  to  find  ways  for 
our  school  district  to  afford  to  pay  for  our  teachers'  health  pre- 
miums without  jeopardizing  programs. 

We  are  fortunate  in  this  State  to  have  some  of  the  lowest  unin- 
sured rates  in  the  country.  We  have  about  9  percent  of  our  popu- 
lation uninsured  where  the  national  average  is  16  percent.  A  lot  of 
this  increase  has  been  accomplished  through  expansion  of  Medic- 
aid. Our  Dr.  Dynasaur  program  covers  children  up  to  age  18  and 
up  to  225  percent  of  the  Federal  poverty  level.  Over  the  last  decade 
the  program  has  been  expanded  to  cover  more  children.  By  Janu- 
ary of  this  year  53,000  of  the  147,000  Vermont  children,  or  36  of 
the  under  age  18  population,  are  now  covered  by  Dr.  Dynasaur.  It 
is  a  generous  program.  A  family  of  four  with  an  income  of  as  much 
as  $50,000  can  qualify  for  government  supplied  health  care. 
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Four  years  ago  the  State  expanded  the  Vermont  Health  Assist- 
ance Program,  the  VHAP  program,  funded  by  an  increase  in  the 
cigarette  tax  and  increase  in  tax  on  hospital  revenues  and  nursing 
home  beds.  The  eligibility  cap  for  that  program  has  expanded  over 
the  years,  so  that  now  it  is  about  185  percent  of  the  Federal  pov- 
erty level. 

We  have  seen  a  growth  of  the  Medicaid  program  of  about  16  per- 
cent between  1993  and  1998,  so  that  now  about  20  percent  of  Ver- 
mont's under  65  population  is  enrolled  in  the  Medicaid  program. 
But  over  the  12  years  of  this  expansion,  there  has  been  a  really 
large  cost  shift  that  requires  private  pay  patients,  people  with  em- 
ployer-provided or  individual  insurance  to  absorb  the  uncompen- 
sated costs  of  Medicaid  eligible  patients.  In  1998,  28  percent  of  the 
Medicaid  program's  hospital  costs  were  shifted  to  private  pay  pa- 
tients. For  Vermont  hospitals,  that  translated  to  about  $16  million 
in  cost  shifting. 

We  physicians  really  have  not  been  in  a  position  to  shift  costs  to 
our  private  pay  patients.  Most  of  Vermont  physicians  are  locked 
into  fee  schedules  from  the  two  major  carriers,  the  Blue  Shield  of 
Vermont  and  the  MVP  Health  Plan.  We  have  very  little  oppor- 
tunity, therefore,  to  make  up  the  cost  of  the  Medicare  and  Medicaid 
underpayment.  As  a  result,  my  practice  and  many  of  my  colleagues 
practices  are  now  declining  to  accept  new  patients  in  the  Medicaid 
program,  and  we  feel  bad  about  that.  That  was  one  of  my  original 
reasons  for  wanting  to  come  to  Vermont  in  that  we  had  a  large 
group  of  physicians  dedicated  to  providing  care,  regardless  of 
source  of  payment. 

We  have  a  very  low  cost  health  system  in  this  State.  We  are  now 
paying  about  three-quarters  of  the  national  average  on  a  per  capita 
basis  for  health  care,  but  although  our  utilization  of  health  services 
is  low,  it  is  rapidly  increasing.  Medicare  and  Medicaid  are  now 
spending  less  per  person  in  Vermont  than  in  most  other  states.  In 
fact,  our  Medicare  reimbursement  is  among  the  lowest  in  the  Na- 
tion. Despite  the  low  cost  of  our  health  care  system,  these  charac- 
teristics of  Vermont's  Medicare  and  Medicaid  programs  have  really 
produced  a  serious  problem  for  commercial  insurers  that  are  asked 
to  pick  up  the  shortfall. 

Vermont's  insurers  face  the  same  challenges  that  contribute  to 
higher  costs  of  insurance,  including  technological  advances,  treat- 
ment breakthroughs,  etc.  However,  Vermont's  insurers  also  experi- 
ence the  challenges  of  the  state's  insurance  regulations,  including 
mandated  community  rating  for  health  insurance.  The  increased 
cost  of  insuring  Vermont  citizens,  as  well  as  State  insurance  regu- 
lations, may  have  contributed  to  exit  by  many  insurers  from  Ver- 
mont. 

In  1991  we  had  16  companies  selling  health  insurance  in  Ver- 
mont, and  this  year  there  are  only  three  companies,  other  than 
Blue  Cross,  that  are  offering  nongroup  policies,  and  three  compa- 
nies that  are  offering  small  group  plans.  These  effects  are  felt  in 
the  public  programs. 

The  Chairman.  Three  additional  ones? 

Dr.  MiCHL.  Yes.  These  effects  are  felt  in  the  public  programs  as 
well,  with  Kaiser-Permanente  and  Blue  Shield  originally  providing 
managed  care  services  for  about  25,000  people  in  the  VHAP  pro- 
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gram.  A  year  ago  Kaiser  announced  that  it  was  leaving  the  north- 
east. It  was  successful  in  selling  its  book  of  business  in  New  York, 
Connecticut  and  Massachusetts,  but  for  the  123,000  subscribers  in 
Vermont,  Kaiser  could  not  find  an  insurer  to  cover  that  group. 
Shortly  after  that,  Blue  Cross  announced  that,  as  of  March  of  this 
year  it  was  no  longer  going  to  cover  VHAP  enrollees.  And  as  of  Oc- 
tober of  last  year,  there  was  not  any  commercial  carrier  willing  to 
insure  the  managed  care  program  for  VHAP.  As  a  result  of  this, 
employers  and  individuals  are  seeing  a  decrease  in  options  avail- 
able for  them  in  both  the  public  and  the  private  marketplace. 

The  enrollment  in  VHAP  and  Dr.  Dynasaur  over  the  last  9  years 
has  more  than  doubled.  It  went  from  33,000  in  1989,  to  85,000  peo- 
ple in  1998.  As  it  doubled,  physicians  became  more  and  more  con- 
cerned about  the  future  of  the  health  care  system  in  Vermont.  We 
still  see  patients  who  are  uninsured  or  underinsured  who  are  not 
receiving  proper  medical  care.  Of  great  concern  to  Vermont  physi- 
cians and  the  general  public  is  the  health  consequences  of  a  lack 
of  health  insurance.  The  American  College  of  Physicians,  American 
Society  of  Internal  Medicine  published  a  paper  entitled,  "No  Health 
Insurance?  It  Is  Enough  to  Make  you  Sick."  And  the  analysis  con- 
firms what  we  in  practice  have  observed  in  our  communities  for 
many  years  People  without  health  insurance  skimp  on  their  health 
care.  They  tend  to  lead  sicker  lives  and  they  tend  to  die  earlier. 
And  the  urgency  of  the  problem  is  growing  daily  despite  our  cur- 
rent unprecedented  economic  boom. 

But  this  expanded  access  to  Medicaid,  while  it  has  improved  the 
care  for  many  people,  the  result  in  cost  shifting  has  put  a  lot  of 
stress  on  our  insurance  market.  We  have  a  very  small  uninsured 
population,  but  those  who  are  uninsured  are  finding  access  to  com- 
mercial plans  unaffordable,  as  we  heard  earlier.  I  increasingly  am 
finding  in  my  small  town  practice  self-employed  people  and  defi- 
nitely middle  class  people  who  are  having  great  problems  affording 
the  treatments  I  am  recommending,  especially  pharmaceuticals. 
Many  work  for  small  businesses.  There  is  a  large  group  of  people 
who  just  moved  to  the  community  having  finished  college  and  grad- 
uate training,  who  just  do  not  qualify  for  public  programs  and  are 
not  able  to  afford  high  premium  costs,  so  they  are  going  without 
insurance. 

We  are  not  in  crisis  yet,  but  we  are  feeling  the  pressures  of  pre- 
mium increases,  the  lack  of  competition  in  the  few  remaining 
health  insurance  plans  in  Vermont,  and  the  shift  of  costs  from  pub- 
lic to  private  payers.  Our  access  to  health  care  and  the  quality  of 
health  care  in  Vermont  are  very  good,  I  think,  compared  to  other 
States,  but  our  health  sector  is  feeling  increasingly  vulnerable  to 
decreasing  physician  reimbursement  in  both  the  public  and  private 
sectors.  And  the  cost  shifting  from  the  public  to  the  private  sector 
is  especially  damaging.  Inadequate  public  funding  and  the  inability 
of  the  private  sector  to  accept  further  cost  shifts  have  made  our 
health  system  suffer  from  weak  capitalization.  Over  the  long  run, 
this  could  result  in  the  decrease  in  access  to  primary  health  care 
in  hospital  care  not  to  mention  specialty  care. 

We  need  to  introduce  reforms  to  expand  coverage  that  do  not  rely 
solely  on  public  programs  such  as  Medicaid.  We  need  to  allow  for 
some  competition  and  consumer  choice  of  health  plans  to  return  to 
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the  insurance  market  in  Vermont.  We  cannot  put  additional  bur- 
dens on  hospitals,  physicians,  and  other  health  care  providers  to 
provide  care  at  below  market  reimbursement. 

One  market  based  approach  to  expanded  coverage  is  contained  in 
the  CARE  bill  that  you  are  sponsoring  along  with  a  number  of  col- 
leagues from  both  parties.  I  am  fully  supportive  of  the  position  that 
the  American  College  of  Physicians,  American  Society  of  Internal 
Medicine  has  taken  in  supporting  the  bill.  I  believe  that  the  tax 
credits  that  target  lower  to  moderate  income  Americans  will  help 
to  reduce  the  number  of  Vermont  residents  without  insurance,  and, 
if  we  get  a  tax  credit  that  is  adequate  to  provide  coverage  afford- 
able to  people,  it  will  reduce  our  reliance  on  having  more  people  in 
inadequately  funded  Medicaid  programs.  It  should  improve  our  in- 
creasingly vulnerable  private  insurance  market. 

In  conclusion,  I  believe  all  Americans  should  have  access  to  af- 
fordable health  insurance.  Vermont's  experience  suggests  that  a 
primarily  public  strategy  to  achieve  this  goal  is  not  sufficient.  Al- 
though Vermont  has  experienced  an  increase  in  the  number  of  citi- 
zens enrolled  in  Medicaid  and  Medicare  programs,  we  still  have 
about  10  percent  of  our  population  uninsured.  Additionally,  the  in- 
surance options  available  to  Vermont  citizens  are  decreasing  as 
many  insurers  have  decided  to  leave  the  State.  I  think  that  a  com- 
bined public  and  private  strategy  is  more  likely  to  achieve  afford- 
able and  accessible  health  insurance  for  all  Americans.  However, 
we  need  to  ensure  that  the  incentives  remain  in  place  to  prevent 
displacement  of  people  from  employer  funded  health  insurance  pro- 
grams. Thank  you. 

The  Chairman.  Thank  you. 

[The  prepared  statement  of  Dr.  Michl  follows:] 

Prepared  Statement  of  Keith  W.  Michl,  M.D.,  FACP 

I  am  Dr.  Keith  Michl,  a  participating  physician  specializing  in  internal  medicine 
and  gerontology  in  Dorset  and  a  former  Governor  for  the  Vermont  Chapter,  Amer- 
ican College  of  Physicians-American  Society  of  Internal  Medicine.  I  am  here  today 
to  present  my  views  on  the  challenges  of  the  private  health  insurance  market  in 
Vermont  and  highlight  the  problems  of  both  public  and  private  insurance  in  our 
state  as  well  as  reaffirm  the  College's  support  of  Senate  Bill  2320,  the  Health  Cov- 
erage, Access,  Relief,  &  Equity  Act  (C.A.R.E.  bill). 

One  of  the  greatest  challenges  that  Vermont  physicians  and  employers  face  is  how 
to  find  a  way  to  keep  the  market-based  private  insurance  system  available  and  af- 
fordable for  our  patients  and  employees.  In  the  last  several  years,  employers  and 
individuals  in  Vermont  have  been  forced  to  pay  annual  premium  increases  of  15  per- 
cent to  over  30  percent.  These  insurance  premium  increases  have  been  a  real  bur- 
den to  businesses  and  have  had  a  negative  impact  on  the  public  sector  as  well.  Em- 
ployers increasingly  are  considering  the  option  of  limiting  employee  coverage  or 
dropping  it  altogether.  Town  school  districts  search  for  ways  to  provide  benefits  to 
teachers  without  further  jeopardizing  educational  programs. 

Vermont  has  been  fortunate  to  experience  one  of  the  lowest  proportions  of  unin- 
sured people  in  the  country.  In  1998,  9.9  percent  were  uninsured  here  compared  to 
the  national  average  rate  of  16.3  percent.  Much  of  this  success  has  been  accom- 
plished by  the  expansion  of  the  Medicaid  system.  Vermont's  Dr.  Dynasaur  program 
covers  children  up  to  age  18  and  up  to  225  percent  of  Federal  Poverty  Level  [FPL]. 
Over  the  last  decade  the  program  has  been  expanded  to  cover  more  children.  By 
January  2000,  Dr.  Dyansaur  covered  53,000  of  147,000  Vermont  children  under  age 
18  or  36  percent  of  the  state  population.  Under  this  generous  program,  a  family  of 
four,  with  an  income  as  much  as  $50,  100,  can  qualify  for  government-supplied  child 
health  care. 

In  1995,  the  state  further  expanded  the  Medicaid  program  when  the  Vermont 
Health  Assistance  Plan  (VHAP  program)  was  signed  into  law.  The  plan  was  funded 
by  a  120  percent  increase  in  the  cigarette  tax  and  an  increased  tax  on  hospital  reve- 
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nues  and  nursing  home  beds.  Additionally,  the  Agency  of  Human  Services  has 
raised  the  eligibility  cap  over  the  years  to  185  percent  of  the  FPL.  The  number  of 
people  covered  by  the  Medicaid  program  as  a  whole  increased  by  16.4  percent  from 
1993  until  1998.  As  of  1998,  about  16.0  percent  of  Vermont's  population  under  65 
years  old  was  enrolled  in  this  program. 

Over  the  12  years  of  Medicaid  expansion,  there  has  been  a  large  cost  shift  that 
requires  "private  pay"  patients — those  covered  by  employer-provided  or  individual 
insurance  to  absorb  the  uncompensated  costs  of  Medicaid  eligible  patients.  In  1998, 
28  percent  of  Medicaid  program  hospital  costs  were  shifted  to  private  pay  patients. 
For  Vermont  hospitals,  this  represents  $16  million  dollars  in  costs. 

Physicians  are  not  in  a  position  to  shift  costs  to  their  private  pay  patients.  Most 
physicians  are  locked  into  payment  schedules  offered  by  the  two  major  carriers  in 
Vermont,  Blue  Shield  of  Vermont  and  MVP  Health  Plan.  We,  therefore,  have  little 
opportunity  to  make  up  the  cost  of  Medicaid  or  Medicare  underpayment.  As  a  result, 
an  increasing  number  of  physician  practices  are  declining  to  accept  patients  in  the 
Medicaid  program. 

Vermont  has  a  low-cost  health  care  system-our  expenditures  are  about  three-quar- 
ters of  the  national  average  on  a  per  capita  basis.  Utilization  for  health  services  is 
relatively  low  but  is  rapidly  increasing.  However,  Medicare  and  Medicaid  spend  less 

Eer  person  in  Vermont  than  in  most  other  states.  In  fact,  Vermont's  Medicare  reim- 
ursement  is  among  the  lowest  in  the  nation.  Despite  the  low-cost  of  Vermont's 
health  care  system,  these  characteristics  of  Vermont's  Medicaid  and  Medicare  pro- 
grams have  produced  a  serious  problem  for  the  commercial  insurers  and  uninsured 
that  are  being  asked  to  pick  up  the  shortfall. 

Vermont's  insurers  face  the  same  challenges  that  contribute  to  a  higher  cost  of 
insurance,  including  technological  advances,  treatment  breakthroughs,  etc.  How- 
ever, Vermont's  insurers  also  experience  the  challenges  of  the  state's  insurance  reg- 
ulations, including  mandated  community  rating  for  health  insurance.  The  increasing 
cost  of  insuring  Vermont's  citizens  as  well  as  state  insurance  regulations  may  have 
contributed  to  the  loss  of  many  insurers  in  Vermont. 

In  1991  there  were  approximately  16  companies  selling  health  insurance  in  Ver- 
mont. This  year  there  are  only  three  companies  [other  than  Blue  Cross]  offering 
non-group  policies  and  three  companies  offering  small  group  plans.  These  effects  are 
felt  in  the  public  programs  as  well.  Vermont  originally  wanted  the  VHAP  program 
to  develop  into  a  managed  care  program.  Initially,  Blue  Shield  and  Kaiser 
Permanente  provided  managed  care  services  for  roughly  25,000  people  in  the  VHAP 
program.  About  a  year  ago,  Kaiser  Permanente  announced  that  it  was  leaving  the 
Northeast.  Although  it  sold  its  businesses  in  New  York,  Connecticut,  and  Massachu- 
setts, it  could  not  find  a  buyer  for  its  123,000  Vermont  insured.  Blue  Cross  soon 
after  announced  that  it  would  stop  offering  managed  care  to  VHAP  enrollees  by 
March  2000.  As  of  October  1999,  there  was  no  commercial  carrier  willing  to  insure 
the  managed  care  program  for  VHAP.  Employers  and  individuals  are  noting  a  de- 
crease in  options  available  for  them  in  the  public  and  private  marketplace. 

Even  as  the  enrollment  in  Dr.  Dynasaur  and  the  Vermont  Health  Access  Plan 
over  the  last  9  years  has  more  than  doubled,  rising  from  33,000  in  1989  to  85,000 
people  in  1998,  physicians  have  become  concerned  about  the  future  of  the  health 
care  system  in  Vermont.  We  still  see  patients  who  are  uninsured  or  underinsured 
who  do  not  receive  proper  medical  care. 

This  should  concern  Vermont's  physicians  as  well  as  the  general  public.  The 
health  consequences  of  a  lack  of  insurance  were  recently  well-documented  by  the 
College  in  its  paper  entitled  "No  Health  Insurance?  It's  Enough  to  Make  You  Sick." 
The  analysis  confirms  what  physicians  have  observed  in  their  practices  and  commu- 
nities over  many  years.  Patients  without  health  insurance,  compared  to  insured 
Americans,  tend  to  live  sicker  lives  and  die  earlier.  The  urgency  of  the  problem 
grows  daily  despite  the  current  unprecedented  economic  boom. 

The  expanded  access  to  Medicaid  programs  has  improved  the  care  of  many  people, 
but  the  resultant  cost  shifting  has  put  stress  on  the  private  insurance  market.  Al- 
though Vermont  has  a  small  uninsured  population,  those  who  are  uninsured  are 
finding  access  to  commercial  plans  increasingly  unaffordable.  In  my  small  town 
practice,  I  increasingly  see  patients  who  are  self-employed  and  middle-class  having 
great  problems  affording  medical  treatments  and  pharmaceuticals.  These  patients 
include  those  with  established  small  businesses  and  recent  College  graduates  who 
do  not  qualify  for  public  programs  but  are  not  able  to  afford  the  high  premium  costs 
in  the  private  insurance  market. 

Vermont's  system  isn't  in  crisis  yet  but  it  is  feeling  the  pressure  of  premium  in- 
creases, the  lack  of  competition  in  the  few  remaining  health  insurance  plans  in  Ver- 
mont, and  the  shift  of  costs  from  public  to  private  payers.  Access  to  health  care  and 
the  quality  of  health  care  are  relatively  good  compared  to  other  states.  Our  health 
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sector  is  feeling  increasingly  vulnerable  to  decreasing  physician  reimbursement  in 
both  the  public  and  private  sectors,  but  the  cost  shifting  from  the  public  to  the  pri- 
vate sector  is  especially  damaging.  Inadequate  public  funding  and  the  inability  of 
the  private  sector  to  accept  further  cost-shifts  have  made  our  health  system  suffer 
from  weak  capitalization.  Over  the  long  run  this  could  result  in  a  decrease  in  access 
to  health  care. 

We  need  to  introduce  reforms  to  expand  coverage  that  do  not  rely  solely  on  ex- 
panding public  programs  such  as  Medicaid.  Reforms  that  allow  for  plurality  in  the 
marketplace  should  be  tested.  We  need  to  allow  for  some  competition  and  consumer 
choice  of  health  plans  to  return  to  the  insurance  market  in  Vermont.  Additional  bur- 
dens on  hospitals,  physicians  and  other  health  care  providers  to  provide  care  at 
below  market  reimbursement  cannot  be  sustained.  We  need  to  carefully  consider  the 
effect  of  mandated  coverage  for  certain  conditions  on  the  ability  of  individuals  and 
businesses  to  afford  health  care. 

One  market-based  approach  to  expanding  coverage  is  contained  in  the  C.A.R.E. 
bill  that  you  are  sponsoring  along  with  a  number  of  your  colleagues  from  both  par- 
ties. I  am  fully  supportive  of  the  position  of  support  for  this  bill  taken  by  my  profes- 
sional organization,  the  American  College  of  Physicians-American  Society  of  Inter- 
nal Medicine.  I  believe  that  tax  credits  targeted  to  lower-to-moderate  income  Ameri- 
cans will  help  to  reduce  the  number  of  Vermont  residents  without  insurance.  If  the 
tax  credit  is  adequate  to  make  coverage  affordable  to  these  people,  it  will  reduce 
our  reliance  on  having  more  people  in  the  inadequately  funded  Medicaid  program. 
If  dons  carefully,  it  should  help  our  increasingly  vulnerable  private  insurance  mar- 
ket. 

Conclusion 

Most  importantly,  all  Americans  should  have  access  to  affordable  and  accessible 
health  insurance.  Vermont's  experience  suggests  that  a  primarily  public  strategy  to 
achieve  this  goal  is  not  sufficient.  Although  Vermont  has  experienced  an  increase 
in  the  number  of  its  citizens  enrolled  in  its  Medicaid  and  Medicare  programs,  9.9 
percent  of  Vermont's  citizens  remain  uninsured.  Additionally,  the  insurance  options 
available  to  Vermont's  citizens  are  decreasing  as  many  insurers  have  decided  to 
leave  the  state.  A  combined  public  and  private  strategy  is  more  likely  to  achieve  af- 
fordable and  accessible  health  insurance  for  all  Americans.  However,  we  need  to  en- 
sure that  incentives  remain  in  place  to  prevent  displacement  of  people  from  em- 
ployer-funded health  insurance  programs. 

Thank  you.  I  would  be  happy  to  address  any  questions  you  may  have. 

The  Chairman.  Our  next  witness  is  Ms.  Nancy  Wood  of  Char- 
lotte, VT.  Ms.  Wood  has  had  a  varied  professional  career  encom- 
passing small  business  ownership  and  management,  publishing, 
and  public  service.  At  present  she  is  completing  work  on  a  master's 
degree  in  community  development  and  applied  economics  at  the 
University  of  Vermont  in  Burlington,  where  she  has  been  an  in- 
structor in  introductory  computer  applications  laboratories  and  a 
teaching  assistant  in  microeconomics.  She  is  also  the  manager  of 
Home,  Farm  &  Garden  Research  Associates  in  Charlotte.  In  this 
capacity,  she  provides  business  services  and  oversees  the  operation 
of  the  Meeting  House  at  Cedar  Beach.  Prior  to  that,  she  was  pub- 
lisher of  the  Vermont  Times,  a  weekly  newspaper  in  Chittenden 
County,  and  owner/manager  of  Apple  Mountain,  a  retail  store  in 
Burlington  specializing  in  Vermont  products. 

Ms.  Wood  has  served  as  a  Representative  to  the  Vermont  Legis- 
lature from  District  7-1,  Burlington;  a  commissioner  on  the  Church 
Street  Marketplace  District  Commission,  Burlington;  and  a  council 
or  on  the  Burlington  City  Council.  She  also  has  been  active  as  a 
member  of  several  boards  and  committees. 

We  are  delighted  to  have  you  with  us.  Good  to  see  you  again. 
Please  proceed. 

STATEMENT  OF  NANCY  WOOD,  CHARLOTTE,  VT 

Ms.  Wood.  Thank  you,  Senator.  Your  pronunciation  of  Charlotte 
indicates  your  true  Vermontership. 


51 


The  Chairman.  I  was  scared  for  a  moment  there. 

Ms.  Wood.  Right. 

The  Chairman.  But  anyway. 

Ms.  Wood.  Thank  you  for  this  opportunity  to  testify  about  access 
to  affordable  health  care,  a  subject  of  critical  importance  and  grow- 
ing concern  for  so  many  of  us.  I  will  share  my  family's  experience 
and  my  observations  of  other  small  businesses  and  sole  proprietors 
in  Vermont. 

No  one  in  my  family  has  been  denied  access  to  quality  health 
care  or  access  to  health  insurance.  The  limitations  of  managed 
care,  however,  are  becoming  a  burden  for  my  88-year-old  mother 
who  has  experienced  difficulty  in  making  and  then  lengthy  waits 
for  appointments  with  her  primary  care  physician  in  California. 

In  Vermont  it  is  possible  for  any  small  business  or  sole  proprietor 
to  buy  adequate  health  insurance  thanks  to  our  laws  requiring 
community  rating.  Also,  the  quality  of  health  care  in  Vermont  is 
excellent  in  my  opinion.  For  the  very  small  business  the  key  issue 
and  greatest  complaint  is  affordability. 

What  do  we  mean  by  affordability?  If  an  individual  is  faced  with 
health  care  needs,  affordability  of  insurance  is  relative  to  the  ac- 
tual cost  of  the  care  that  is  required.  However,  for  a  business,  af- 
fordability is  relative  to  revenues  and  other  expenses.  To  put  af- 
fordable into  context,  my  premiums  for  single  person  coverage  have 
increased  about  18  percent  in  the  last  3  years  from  $185  per 
month,  which  is  $2,200  per  year,  to  $225  per  month,  or  $2,700  per 
year.  In  addition,  I  make  reasonable  $10  co-payments  for  each  of- 
fice visit  and  pay  50  percent  of  the  cost  of  prescriptions  that  are 
used  daily. 

Is  that  affordable?  For  me  personally,  yes.  However,  if  my  small 
business  had  to  pay  that  amount  in  premiums  for  several  other  em- 
ployees, or  the  much  higher  family  rates,  it  would  be  an  onerous 
expense. 

It  was  my  good  fortune  and  privilege  to  serve  in  the  Vermont  leg- 
islature in  1991  and  1992  when  the  health  care  crisis  was  the  top 
issue  and  when  community  rating  became  law.  Insurance  compa- 
nies that  had  been  cherry  picking,  offering  insurance  solely  to 
healthy  clients,  had  to  change  their  practices  or  leave  the  State.  As 
a  result,  access  was  assured  to  all  small  businesses  and  their  em- 
ployees. 

The  down  side,  however,  was  increased  premiums  for  many  small 
businesses  that  were  in  the  healthy  employee  category.  According 
to  individuals  who  have  commented  at  forums  on  health  care  this 
year,  this  has  led  to  two  unintended  consequences:  Some  busi- 
nesses have  simply  ceased  to  offer  health  insurance  to  their  em- 
ployees. Some  others  have  made  the  risky  decision  to  self-insure. 

In  Vermont  the  vast  majority  of  businesses  are  small.  Over  90 
percent  of  businesses  have  fewer  than  50  employees.  It  is  my  un- 
derstanding that  these  are  the  businesses  that  are  covered  by  our 
forward  looking  community  rated  requirements. 

However,  of  Vermont's  total  average  employment  of  274,355 
workers,  only  130,912,  or  48  percent,  are  small  business  employees. 
Over  half  of  Vermont  workers  are  employed  either  by  bigger  busi- 
nesses, that  would  be  about  36  percent,  or  by  the  government, 
which  is  another  16  percent.  These  are  1997  figures.  That  means 
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that  over  half  of  Vermont  employees  are  insured  outside  of  the 
community  rated  small  business  insurance  pool. 

I  believe  that  this  is  a  major  reason  small  business  insurance  is 
so  expensive,  and  the  insurance  companies  carrying  it  are  overbur- 
dened. With  a  small  population  to  begin  with  in  Vermont  and  the 
dropping  out  of  some  of  the  healthier  groups,  there  are  simply  not 
enough  individuals  in  the  pool  to  spread  the  risk. 

At  several  health  care  forums  this  year  Governor  Dean  identified 
four  causes  for  the  double  digit  increases  in  health  insurance  pre- 
miums this  year,  attributing  approximately  equal  value  to  each.  He 
listed  the  cost  shift  by  Medicare  and  Medicaid,  the  increased  cost 
of  prescription  drugs,  the  increased  utilization  of  health  services  by 
individuals,  and  government  mandates  such  as  the  requirement  for 
coverage  like  chiropractic  treatment  in  Vermont. 

Faced  with  all  these  issues,  what  can  government  do  to  keep 
health  care  affordable?  I  would  suggest  that  higher  reimbursement 
rates  for  Medicare  and  Medicaid,  as  many  of  the  panelists  have 
said  

The  Chairman.  That  is  an  easy  one. 

Ms.  Wood.  That  is  an  easy  one — and  fewer  mandates  are  impor- 
tant to  start.  Addressing  the  exorbitant  costs  of  prescription  drugs 
also  is  a  high  priority.  And  utilization  is  the  responsibility  of  every 
individual  to  make  healthy  lifestyle  choices. 

I  applaud  your  efforts  through  the  CARE  legislation  to  help  indi- 
viduals pay  for  insurance.  However,  I  worry  that  this  is  just  one 
piece  of  this  complex  puzzle.  With  all  the  forces  mentioned  above 
at  work,  the  cost  of  insurance  will  continue  to  rise  and  there  is  no 
guarantee  that  this  $1,000  or  $2,000  for  a  family  will  be  enough 
to  purchase  adequate  coverage  or  that  coverage  will  be  available. 
Individuals  and  small  businesses  are  at  a  disadvantage.  We  do  not 
have  the  same  bargaining  power  as  big  business  or  the  govern- 
ment. I  do  not  have  the  documentation,  but  it  seems  to  me  that  the 
lowest  insurance  rates  and  the  lowest  payments  for  care  go  to  those 
groups,  to  large  employee  groups  and  to  Medicare  and  Medicaid 
programs.  I  encourage  you  to  include  in  the  CARE  legislation  a  re- 
quirement that  coverage  be  available  and  that  it  is  offered  at  rates 
that  are  comparable  and  that  it  is  offered  at  rates  that  are  com- 
parable to  those  negotiated  by  the  largest  groups. 

Thank  you  again  for  this  opportunity  to  testify. 

[The  prepared  statement  of  Ms.  Wood  follows:] 

Prepared  Statement  of  Nancy  E.  Wood 

Thank  you  for  this  opportunity  to  testify  about  access  to  affordable  health  care, 
a  subject  of  critical  importance  and  growing  concern  for  so  many  of  us.  I  will  share 
my  family's  experience  and  my  observations  of  other  small  businesses  and  sole  pro- 
prietors in  Vermont. 

No  one  in  my  family  has  been  denied  access  to  quality  health  care,  or  access  to 
health  insurance.  The  limitations  of  managed  care,  however,  are  becoming  a  burden 
for  my  eighty-eight  year  old  mother  who  has  experienced  difficulty  in  making  and 
then  lengthy  waits  for  appointments  with  her  primary  care  physician  in  California. 

In  Vermont  it  is  possible  for  any  small  business  or  sole  proprietor  to  buy  adequate 
health  insurance,  thanks  to  our  laws  requiring  community  rating.  Also,  the  quality 
of  health  care  in  Vermont  is  excellent.  For  the  very  small  business  the  key  issue 
and  greatest  complaint  is  affordability. 

What  do  we  mean  by  "affordability"?  If  an  individual  is  faced  with  health  care 
needs,  affordability  of  insurance  is  relative  to  the  actual  cost  of  the  care.  For  a  busi- 
ness, however,  affordability  is  relative  to  revenues  and  other  expenses.  To  put  "af- 
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fordable"  into  context,  my  premiums  for  single  person  coverage  have  increased  near- 
ly 18  percent  in  the  last  three  years  from  $185  per  month  ($2,220  per  year)  to  $225 
per  month  ($2,700  per  year).  In  addition  I  make  $10  co-payments  with  each  office 
visit  and  pay  50  percent  of  the  cost  of  prescriptions  used  daily. 

Is  that  "affordable"?  For  me  personally,  yes.  However,  if  my  small  business  had 
to  pay  that  amount  in  premiums  for  several  other  employees,  or  the  much  higher 
family  rates,  it  would  be  an  onerous  expense. 

It  was  my  good  fortune  and  privilege  to  serve  in  the  Vermont  Legislature  in  1991 
and  1992  when  the  health  care  crisis  was  the  top  issue,  and  when  community  rating 
became  law.  Insurance  companies  that  had  been  "cherry  picking" — offering  insur- 
ance only  to  healthy  clients — had  to  change  their  practices  or  leave  the  state.  As 
a  result,  access  was  assured  to  all  small  businesses  and  their  employees. 

The  down  side,  however,  was  increased  premiums  for  many  small  businesses  that 
were  in  the  healthy  employee  category.  According  to  individuals  who  have  com- 
mented at  forums  on  health  care  this  year,  this  has  led  to  two  unintended  results: 
some  businesses  have  simply  ceased  to  offer  health  insurance  to  their  employees; 
some  others  have  made  the  risky  decision  to  self-insure. 

In  Vermont  the  vast  majority  of  businesses  are  small:  over  90  percent  of  busi- 
nesses have  fewer  than  50  employees.  It  is  my  understanding  that  these  are  the 
businesses  that  are  covered  by  our  forward-looking  community  rating  requirements. 

However,  of  Vermont's  total  average  employment  of  274,355  only  130,912  (48  per- 
cent) are  small  business  employees.  Over  half  of  Vermont  workers  are  employed  ei- 
ther by  bigger  businesses  (36  percent)  or  by  government  (16  percent).  (Vermont  De- 
partment and  Training,  1997)  That  means  that  over  half  of  Vermont  employees  are 
insured  outside  of  the  community  rated  small  business  insurance  pool. 

I  believe  that  is  a  major  reason  small  business  insurance  is  so  expensive,  and  the 
insurance  companies  carrying  it  are  overburdened.  With  a  small  population  to  begin 
with,  and  the  dropping  out  of  some  of  the  healthier  groups,  there  are  simply  not 
enough  individuals  in  the  pool  to  spread  the  risk. 

At  several  health  care  forums  this  year  Governor  Dean  identified  four  causes  for 
the  double-digit  increases  in  health  insurance  premiums  this  year,  attributing  ap- 
proximately equal  value  to  each.  He  listed  the  cost  shift  (Medicare  and  Medicaid), 
increased  cost  of  prescription  drugs,  increased  utilization  of  health  services,  and  gov- 
ernment mandates  (requiring  specific  coverage  like  chiropractic  treatment). 

Faced  with  all  these  issues,  what  can  government  do  to  keep  health  care  afford- 
able? I  would  suggest  that  higher  reimbursement  rates  for  Medicare  and  Medicaid, 
and  fewer  mandates  are  an  important  start.  Addressing  the  exorbitant  cost  of  pre- 
scription drugs  is  also  a  priority.  Utilization  is  the  responsibility  of  every  individual 
to  make  healthy  lifestyle  decisions. 

I  applaud  your  efforts  through  the  CARE  legislation  to  help  individuals  pay  for 
insurance.  However,  I  worry  that  this  is  just  one  piece  of  this  complex  puzzle.  With 
all  the  forces  mentioned  above  at  work,  the  cost  of  insurance  will  continue  to  rise 
and  there  is  no  guarantee  that  this  $  1000  or  $2000  will  be  enough  to  purchase  ade- 
quate coverage,  or  that  coverage  will  be  available. 

Individuals  and  small  businesses  are  at  a  disadvantage.  We  do  not  have  the  same 
bargaining  power  as  big  business  or  the  government.  I  don't  have  the  documenta- 
tion, but  it  seems  to  me  that  the  lowest  insurance  rates  and  payments  for  care  go 
to  those  groups — to  large  employee  groups  and  to  Medicare  and  Medicaid  programs. 
I  encourage  you  to  include  in  the  CARE  legislation  a  requirement  that  coverage  be 
available,  and  that  it  is  offered  at  rates  that  are  comparable  to  those  negotiated  by 
the  largest  groups. 

Thank  you  again  for  this  opportunity  to  testify. 

The  Chairman.  Thank  you,  Nancy. 

I  would  also  like  to  welcome  Mr.  Leigh  Tofferi,  director  of  govern- 
ment, public  and  community  relations  at  Blue  Cross  and  Blue 
Shield  of  Vermont  in  Berlin,  VT.  In  this  position  he  participates  in 
the  company's  public  policy  development,  and  he  holds  primary  re- 
sponsibility for  relations  with  the  State,  local,  and  Federal  legisla- 
tive bodies,  government  agencies,  the  news  media,  and  the  public. 

His  experience  in  health  care  policy  in  Vermont  spans  more  than 
10  years.  Before  becoming  associated  with  Blue  Cross  and  Blue 
Shield  in  1988,  he  served  four  terms  in  the  Vermont  House  of  Rep- 
resentatives and  was  co-publisher  of  a  paid  circulation  community 
newspaper  in  southern  Vermont. 
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Nice  to  have  you  here.  Please  proceed. 

STATEMENT  OF  LEIGH  J.  TOFFERI,  DIRECTOR,  GOVERNMENT, 
PUBLIC  AND  COMMUNITY  RELATIONS,  BLUE  CROSS  AND 
BLUE  SHIELD  OF  VERMONT,  BERLIN,  VT 

Mr.  TOFFERI.  Thank  you,  Mr.  Chairman,  for  the  invitation  to  tes- 
tify today.  Blue  Cross  and  Blue  Shield,  as  you  know,  is  the  largest 
health  insurer  in  Vermont  and  the  only  one  located  within  the 
boundaries  of  the  State  of  Vermont.  We  cover  approximately 
175,000  Vermonters  in  all  market  segments.  A  majority  of  those 
people  are  in  the  employer  sponsored  large  and  small  group  mar- 
kets, but  we  also  cover  individual  and  Medicare  supplemental  folks. 

Survey  after  survey  indicates  that  affordability  is  a  major  factor 
in  determining  insurance  status.  Almost  half  of  the  uninsured  are 
in  families  earning  less  than  $20,000  a  year,  and  73  percent  of  the 
uninsured  are  in  families  earning  less  than  $40,000.  Low  income 
workers  are  also  less  likely  to  have  access  to  employer-sponsored 
coverage. 

Our  own  experience  here  in  Vermont  suggests  there  is  a  direct 
correlation  between  costs  and  coverage.  Much  of  our  feedback  from 
our  members  relates  to  costs.  That  may  just  be  the  nature  of  our 
specific  role  in  the  system,  but  we  hear  more  about  cost  than  any 
other  issue.  And  more  compelling  is  after  a  period  of  relative  cost 
restraint,  in  the  last  year  and  into  this  year  we  are  beginning  to 
see  costs  rising  once  again.  And  our  medical  trends  experience  that 
we  are  looking  at  right  now  are  in  the  mid  teens  range. 

The  proposal  you  sponsored  as  S.  2320  would  take  a  major  step 
forward  in  assisting  our  Nation's  uninsured.  Your  refundable  tax 
credit  would  make  coverage  significantly  more  affordable  to  low  to 
moderate  income  families,  and  also  importantly,  your  proposal 
would  reduce  the  inequity  of  the  tax  system  with  regard  to  health 
insurance  purchased  in  the  individual  market. 

We  have  had  the  good  fortune  of  Blue  Cross  and  Blue  Shield  of 
Vermont  to  work  with  our  sister  Blue  Cross  plans  around  the  coun- 
try and  developed  a  recommendation  for  Congress  on  these  issues 
that  was  released  in  January  of  1999.  It  was  a  two-part  rec- 
ommendation. First  was  a  suggestion  that  Congress  should  enact 
taxed  based  solutions  for  the  uninsured,  and  S.  2320  is  certainly 
in  keeping  with  that  recommendation.  We  specifically  suggested 
that  tax  credits  to  small  employers  for  their  low  income  workers  be 
enacted.  Employees  in  small  firms  are  more  likely  to  be  uninsured 
because  small  firms  are  more  likely  to  have  low  income  workers 
and  also  require  larger  employee  contributions  toward  premium 
costs.  And  a  tax  credit  to  small  employers  would  also  build  upon 
our  existing  employer  based  system. 

We  also  recommended  that  Congress  accelerate  its  move  toward 
full  tax  deductibility  for  self-employed  people.  One  in  four  of  the 
uninsured  are  self-employed.  And  we  also  recommend  that  there  be 
full  tax  deductibility  for  people  without  any  employer  coverage 
whatsoever.  Many  young  adults  and  retirees  do  not  have  employer 
sponsored  coverage.  And  we  also  recommended  that  the  Federal 
Government  consider  grants  for  private  initiatives  within  states  to 
expand  coverage  and  that  also  there  be  grants  for  community 
health  centers. 
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The  second  part  of  our  recommendation  to  Congress  that  we  re- 
leased last  year  suggested  that  Congress  avoid  legislation  that 
would  increase  the  uninsured.  Barnes  and  Lewin  both  estimate  an 
additional  300,000  uninsured  result  for  every  1  percent  in  in- 
creased costs.  Congress,  as  you  know  as  you  are  intimately  in- 
volved, is  currently  considering  a  series  of  proposals  that  we  be- 
lieve would  increase  costs,  hurt  consumers,  and  ultimately  increase 
the  uninsured.  Many  of  those  proposals  are  included  in  various  ver- 
sions of  the  Patients'  Bill  of  Rights  that  is  in  conference  committee 
now.  I  will  just  briefly  touch  on  some  of  those. 

Expanded  liability  of  employers  would  increase  premiums  by  3  to 
9  percent.  Exempting  associations  from  State  law  we  think  would 
impose  increases  on  approximately  20  million  Americans. 

The  Chairman.  That  is  the  AHP,  Association  Health  Plans? 

Mr.  Tofferi.  Right.  And  just  creating  a  dual  regulatory  system 
would  not  only  increase  costs  but  also  create  confusion  amongst 
consumers.  And,  finally,  antitrust  provisions  if  enacted  we  think 
could  increase  costs  by  as  much  as  15  percent. 

In  conclusion,  I  want  to  thank  you  for  your  leadership  not  only 
on  this  issue  with  affordability  and  the  uninsured,  but  also  your 
leadership  on  health  care  in  general  in  the  Senate. 

The  Chairman.  Thank  you  very  much.  Very  helpful. 

[The  prepared  statement  of  Leigh  J.  Tofferi  follows:] 

Prepared  Statement  of  Leigh  Tofferi 

Mr.  Chairman  and  members  of  the  committee,  I  am  Leigh  Tofferi,  Director  of  Gov- 
ernment, Public  and  Community  Relations  of  Blue  Cross  and  Blue  Shield  of  Ver- 
mont (BCBSVT).  We  provide  health  coverage  to  175,000  Vermonters  and  have  been 
providing  such  coverage  for  over  fifty  years. 

I  appreciate  the  opportunity  to  testify  on  the  critical  issue  of  the  uninsured.  I  also 
want  to  take  this  opportunity  to  praise  your  leadership  regarding  this  important 
problem. 

The  proposal  you  released  earlier  this  year  would  take  a  major  step  forward  in 
assisting  our  nation's  uninsured.  Survey  after  survey  indicates  that  affordability  is 
the  prime  driver  in  determining  insurance  status.  The  refundable  tax  credit  in- 
cluded in  your  plan  would  make  coverage  significantly  more  affordable  for  low  to 
moderate-income  families,  thereby  enabling  more  Americans  to  purchase  insurance. 

Moreover,  this  proposal  would  reduce  the  inequity  of  our  current  tax  system  with 
regard  to  health  insurance  purchased  in  the  individual  market.  The  refundable  tax 
credit  would  help  make  coverage  more  affordable  for  millions  of  Americans  who  re- 
ceive no  tax  benefit  simply  because  they  do  not  have  job-based  coverage. 

Second  of  all,  I  applaud  your  leadership  role  in  encouraging  Congress  to  adopt 
practical  solutions  to  the  issues  that  arise  in  healthcare  today  and  to  avoid  propos- 
als that  would  increase  the  cost  of  health  insurance  and  therefore  increase  the  unin- 
sured. We  believe  the  Association  Health  Plan  provision  in  the  House  passed  Pa- 
tients' Bill  of  Rights  (H.R.  2990)  is  an  example  of  a  misguided  congressional  attempt 
and  we  appreciate  your  opposition  to  this  problematic  provision.  This  legislation 
would  exempt  Association  Health  Plans  from  state  insurance  laws  designed  to  keep 
premiums  affordable,  like  Vermont's  community  rating  rules.  While  good  intentions 
drive  the  proposal,  in  the  end  consumers  would  suffer — the  Congressional  Budget 
Office  believes  20  million  Americans  would  see  their  premiums  increase. 

We  wholeheartedly  agree  with  your  efforts  to  assure  that  the  good,  strong  con- 
sumer protections  that  Vermonters  have  worked  hard  to  pass  will  not  be  preempted 
by  federal  Association  Health  Plan  legislation  and  that  Vermont  will  retain  its 
rightful  regulatory  role. 

Blue  Cross  and  Blue  Shield  of  Vermont  has  a  long  history  of  supporting  state  re- 
forms that  help  keep  premiums  affordable,  including  enactment  of  Vermont's  state 
small  group  reform  laws.  We  also  have  a  long  commitment  to  the  uninsured.  As  part 
of  our  commitment  to  the  uninsured,  we  worked  with  the  Blue  Cross  Blue  Shield 
Association  (BCBSA)  last  year  to  develop  a  program  to  address  this  challenging  pub- 
lic policy  problem  and  we  released  our  proposal  in  February  of  1999. 
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During  my  testimony,  I  will  describe  our  two-part  program: 

•  First,  Congress  should  enact  targeted  tax-based  solutions  to  address  the  prob- 
lem of  the  uninsured. 

•  Second,  Congress  should  adopt  a  "new  litmus  test"  to  reject  legislation  that 
would  increase  health  care  costs  and,  consequently,  increase  the  number  of  unin- 
sured. 

I.  Congress  Should  Enact  Targeted  Tax-Based  Solutions  To  Address  The 
Problem  Of  The  Uninsured 

Scope  Of  The  Uninsured  Problem: 

Before  devising  its  uninsured  proposal,  we  gathered  and  analyzed  the  latest  infor- 
mation on  who  the  uninsured  are  and  why  they  lack  coverage.  While  the  uninsured 
fall  into  very  different  geographic,  age,  and  racial/ethnic  categories,  they  do  have 
some  common  characteristics.  One  of  the  most  significant  subgroups  of  the  unin- 
sured are  working  Americans. 

According  to  a  1997  study  from  the  Kaiser  Family  Foundation,  73  percent  of  unin- 
sured adults  are  either  employed  or  married  to  someone  who  is  employed.  The  work- 
ing uninsured  tend  to  be  those  who  work  in  low-paying  jobs,  those  who  work  for 
small  firms,  and  those  who  work  in  part-time  jobs  or  in  certain  trades: 

•  Low-Wage  Workers.  The  cost  of  health  insurance  can  be  prohibitive  for  low-wage 
workers  who  must  purchase  it  on  their  own  or  pay  a  significant  share  of  an  em- 
ployer-sponsored health  plan.  Almost  half  (43.5  percent)  of  the  uninsured  are  in 
families  earning  less  than  $20,000  a  year,  and  73  percent  of  the  uninsured  are  in 
families  earning  less  than  $40,000.  Moreover,  low-income  workers  are  less  likely  to 
have  access  to  coverage  on  the  job. 

•  Workers  in  Small  Firms.  The  working  uninsured  are  likely  to  be  employed  by 
firms  with  fewer  than  25  employees — 43  percent  of  the  uninsured  employed  in  the 
private  sector  work  for  firms  with  fewer  than  25  employees.  They  are  also  likely  to 
be  self  employed  or  dependents  of  such  workers.  One  of  every  four  self-employed  in- 
dividuals and  nearly  35  percent  of  workers  in  firms  with  fewer  than  10  employees 
are  without  coverage. 

•  People  In  Families  with  Part-Time  Workers.  Since  employment-based  coverage 
is  usually  only  provided  to  full-time  workers,  the  risk  of  being  uninsured  increases 
for  people  who  only  work  part-time.  More  than  one-quarter  of  people  in  families 
with  only  part-time  workers  are  uninsured. 

Targeted  Tax-Based  Reforms  That  We  Urge  Congress  To  Enact: 
We  believe  Congress  needs  to  adopt  targeted  reforms  that  will  reduce  the  existing 
number  of  uninsured.  Extending  health  coverage  to  those  without  it  can  be  achieved 
quickly  and  most  effectively  through  legislation  that  is  aimed  at  the  specific  sub- 
groups of  the  uninsured,  such  as  low-income  workers,  and  that  builds  on  the  exist- 
ing employment  based  health  system. 
We  believe  these  targeted  solutions  should  include: 

•  Tax  Credits  To  Small  Employers  For  Their  Low-Income  Workers.  Employees  in 
small  firms  are  more  likely  to  be  uninsured  than  those  employed  by  larger  compa- 
nies. The  primary  reason  for  this  higher  uninsured  rate  is  that  small  firms  are  more 
likely  to  have  a  larger  share  of  low-income  workers  than  larger  firms.  About  42  per- 
cent of  workers  in  small  firms  (0-9  employees)  earn  less  than  250  percent  of  the  pov- 
erty level,  compared  to  only  27  percent  of  employees  in  firms  with  100  or  more  em- 
ployees. Offering  tax  credits  to  small  firms  for  their  low-income  workers  would  de- 
crease the  number  of  uninsured  by  making  health  coverage  more  affordable  for 
small  businesses  and  their  low-wage  employees. 

Focusing  on  low-wage  workers  as  a  subset  of  those  in  small  firms  targets  those 
most  in  need  of  assistance.  Workers  in  small  firms  with  a  high  proportion  of  low- 
wage  workers  are  half  as  likely  to  be  offered  health  coverage  as  workers  in  small 
firms  with  high-wage  workers.  Only  38  percent  of  small  businesses  with  low-wage 
employees  offer  health  coverage  compared  to  78  percent  of  small  businesses  with 
high-wage  employees.  An  analysis  by  the  Alpha  Center  (see  attached  graph)  under- 
scores the  importance  of  focusing  on  low- wage  workers  in  small  firms.  It  shows  that 
low-wage  workers  (e.g.,  those  earning  less  than  $20,000)  have  considerably  lower 
rates  of  employer-sponsored  health  coverage  than  those  with  higher  wages  and  illus- 
trates that  low-wage  workers  in  the  smallest  firms  are  least  likely  to  have  employer- 
sponsored  coverage. 

By  limiting  the  tax  credit  to  only  low-income  employees  of  small  businesses,  the 
proposal  would  avoid  subsidizing  those  who  should  be  able  to  afford  coverage  on 
their  own  (e.g.,  lawyers  working  for  a  small  firm). 

Employers  would  administer  the  tax  credit  on  behalf  of  qualifying  employees.  Be- 
cause cash  flow  is  critical  for  small  firms,  the  proposal  envisions  that  employers 
would  provide  the  credit  in  the  form  of  reductions  in  the  withholding  taxes  that  the 
employer  would  normally  pay.  The  administrative  burden  of  such  a  system  on  the 
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employer  would  likely  be  very  low  since  most  employers  contract  payroll  functions 
to  outside  firms  that  are  easily  able  to  administer  such  credits  on  behalf  of  employ- 
ees. 

Offering  tax  credits  to  small  firms  with  low-income  workers  also  has  the  advan- 
tage of  building  on  the  successful  employer-based  health  coverage  system.  The  ma- 
jority of  Americans  receive  health  coverage  through  an  employer.  By  building  on  the 
current  employer-based  system,  BCBSA's  tax  credit  proposal  could  be  implemented 
immediately. 

Other  parts  of  our  proposal  include: 

•  Full  Tax  Deductibility  For  The  Self-Employed 

•  Full  Tax  Deductibility  For  People  Without  Employer-Sponsored  Coverage 

•  Federal  Grants  for  Initiatives  That  Expand  Coverage  or  Provide  Care  to  the 
Uninsured 

We  believe  this  proposal,  which  is  based  on  tax  credits  and  deductibility  to  tar- 
geted subgroups  of  the  uninsured,  is  the  most  appropriate  way  to  address  this  prob- 
lem. Our  proposal  also  has  several  important  advantages: 

•  It  Could  Be  Enacted  Quickly 

•  It  Would  Be  Simple  To  Implement 

•  It  Would  Make  The  Best  Use  Of  Scarce  Resources 

n.  Congress  Should  Adopt  A  "New  Litmus  Test"  To  Reject  Legislation 
That  Increases  Health  Care  Costs  And  The  Number  Of  Uninsured 

In  addition  to  looking  at  tax-based  solutions  to  the  uninsured  problem,  Congress 
should  consider  other  ways  to  preserve  the  affordability  of  private  health  insurance. 
We  believe  Congress  should  adopt  a  "new  litmus  test"  to  reject  legislation  that 
would  increase  premiums  and,  consequently,  the  number  of  uninsured.  Congress  is 
currently  considering  a  series  of  legislative  proposals  that  would  increase  health 
care  costs,  hurt  consumers,  and  ultimately  increase  the  uninsured.  For  example: 

The  Patients'  BUI  of  Rights  Legislation  would  increase  costs  a  number  of  ways,  in- 
cluding: 

•  Expanded  Liability  of  Employers:  The  Patients'  Bill  of  Rights  legislation  passed 
by  the  House  would  impose  new,  unpredictable,  and  unlimited  liabilities  on  both 
health  plans  and  employers  that  would  increase  premium  costs  by  3  percent  to  9 
percent.  Employers  including  small  businesses — could  be  sued  directly  for  volun- 
tarily doing  the  right  thing:  providing  health  coverage  for  their  employees.  As  a  re- 
sult, employers  would  be  compelled  to  reduce  benefits,  shift  more  costs  to  their  em- 
ployees, or  discontinue  offering  coverage  altogether.  In  fact,  a  new  survey  by  Hewitt 
Associates  said  one  third  of  large  companies  would  drop  benefits  for  their  workers 
if  they  were  subject  to  these  lawsuits. 

•  AHP  Exemptions  From  State  Law:  We  are  particularly  concerned  about  a  provi- 
sion in  H.R.  2990  that  would  exempt  Association  Health  Plans  (AHPs)  from  state 
regulation.  As  I  mentioned  before,  20  million  Americans  would  experience  premium 
increases  as  a  result  of  this  legislation.  Why?  Because  these  organizations  would 
"cherry-pick"  the  healthiest.  In  addition,  history  has  shown  that  when  these  organi- 
zations were  exempt  from  state  law  (between  1974  and  1983),  consumers  and  pro- 
viders were  left  with  millions  of  dollars  in  unpaid  medical  bills.  We  applaud  the 
leadership  role  you  played  with  Senator  Nunn  (D-GA)  that  led  to  the  Department 
of  Labor  finally  closing  that  dangerous  loophole.  We  encourage  you  to  continue  to 
urge  Congress  to  consider  the  negative  consequences — in  terms  of  both  cost  and  suf- 
fering on  workers  and  their  families — of  re-opening  that  regulatory  loophole  through 
AHP  legislation. 

•  Expensive  Dual  Regulation:  The  numerous  detailed  provisions  in  the  House- 
passed  Patients'  Bill  of  Rights  would  require  excessive  micromanagement  by  the  fed- 
eral government  and  would  create  a  confusing  web  of  duplicative  standards  since 
many  of  the  rules  are  already  required  by  states.  The  result:  confusion  for  consum- 
ers because  they  may  now  have  to  call  the  federal  government  for  help  on  certain 
issues  instead  of  their  local  government,  significant  administrative  burdens  on 
health  plans,  and  more  paperwork  in  the  health  care  system  driving  up  health  care 
costs  for  everyone. 

Antitrust  Legislation  Would  Exempt  Providers  From  Antitrust  Law,  Leading  To: 

•  Increased  Premiums  For  Consumers:  Physicians,  pharmacists  and  other  provid- 
ers could  collectively  agree  to  boycott  health  plan  contracts  in  order  to  increase  fees. 
The  Congressional  Budget  Office  (CBO)  estimates  increases  of  15  percent.  The  Fed- 
eral Trade  Commission  (FTC)  and  the  Department  of  Justice  (DO J)  have  seen  in- 
creases of  20-40  percent  in  their  investigations  of  previous  boycott  situations.  These 
higher  fees  would  translate  into  higher  premiums  for  consumers. 

•  Increased  Balance  Billing  For  Consumers:  The  ability  of  providers  to  collectively 
boycott  contracts  may  leave  health  plans  without  signed  contracts — and  without 


58 

signed  contracts,  members  would  not  have  protection  from  balance  billing  charges 
by  providers. 

•  Decreased  Quality,  Assurance:  Contract  standards  involving  credentialing, 
Board  certification  or  other  quality  assurance  activities  could  be  boycotted  or  health 
plans  may  be  forced  to  delete  these  important  consumer  protection  provisions. 

The  Senate  passed  Patients'  Bill  of  Rights  did  not  include  many  of  these  problem- 
atic provisions.  We  encourage  you  to  remain  strong  in  your  advocacy  of  consumers 
on  these  important  issues  and  to  retain  the  Senate  passed  provisions. 

III.  Conclusion 

Expanding  the  number  of  Americans  with  health  coverage  should  be  our  nation's 
top  health  care  priority.  No  single  solution  will  solve  the  uninsured  problem,  but 
the  targeted  solutions  that  we  have  suggested  would  effectively  reduce  the  number 
of  uninsured. 

We  urge  Congress  to  take  a  series  of  actions  to  reduce  the  number  of  uninsured, 
including  providing  tax  credits  to  small  firms  for  their  low-wage  workers,  full  tax 
deductibility  for  the  self-employed  and  those  without  access  to  employer-sponsored 
coverage,  and  federal  grants  to  states  to  fund  targeted  initiatives  to  expand  health 
coverage.  We  also  believe  Congress  should  reject  legislation  that  would  significantly 
increase  health  care  costs.  Increasing  health  care  costs  will  only  increase  the  num- 
ber of  uninsured. 

Thank  you  for  the  opportunity  to  speak  to  you  on  this  important  issue. 
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The  Chairman.  Finally,  I  am  pleased  to  introduce  our  fourth 
member  of  the  panel,  Ms.  Grace-Marie  Arnett,  who  is  president 
and  trustee  of  the  Galen  Institute,  Inc.,  a  not-for-profit  health  and 
tax  research  policy  organization  located  in  Alexandria,  VA.  We  pro- 
vided you  with  some  semi-Virginia  weather,  just  to  make  you  feel 
at  home.  Ms.  Arnett  writes  extensively  on  health  policy  matters 
emphasizing  incentives  to  promote  a  better  functioning  market- 
place for  health  insurance. 

She  is  a  founding  member  of  the  Consensus  Group,  which  pro- 
vides a  forum  for  analysts  from  the  major  market-oriented  think 
tanks  to  advance  health  care  reform.  Her  experience  includes  serv- 
ice as  executive  director  of  the  National  Commission  on  Economic 
Growth  and  Tax  Reform,  as  vice  president  for  information  market- 
ing at  The  Heritage  Foundation,  and  as  a  senior  policy  adviser  to 
presidential  candidate  Steve  Forbes  in  1996.  Prior  to  that,  she  op- 
erated her  own  public  policy  consulting  company  for  12  years. 

Pleased  to  have  you  with  us. 

STATEMENT  OF  GRACE-MARIE  ARNETT,  PRESIDENT,  GALEN 
INSTITUTE,  ALEXANDRIA,  VA 

Ms.  Arnett.  Thank  you  so  much,  Senator.  Thank  you  for  invit- 
ing me  to  participate  in  this  really  wonderful  hearing.  I  think  that 
you  and  your  excellent  staff  have  put  together  a  quintessential  list 
of  witnesses  that  have  really  provided  the  kind  of  perspective  on 
what  is  really  happening  in  the  real  world  and  the  implications  of 
policy  that  too  often  are  missed  in  Washington.  I  really  congratu- 
late you  on  this.  Policy  is  not  an  abstraction,  it  has  real-life  impli- 
cations. I  think  we  have  heard  about  that  today.  In  fact,  I  would 
like  to  make  a  case  in  the  summary  of  my  testimony  today  that  all 
roads  lead  to  tax  policy,  and  I  think  that  what  we  have  heard  today 
about  rising  health  costs,  cost  shifting,  the  withering  market  for 
private  health  insurance,  the  risk  of  losing  health  insurance  when 
people  lose  their  employment,  the  high  cost  for  the  self-employed, 
portability  of  health  insurance,  inequitability  of  subsidies,  and  dis- 
crimination against  small  business,  all  lead  to  flaws  in  Federal  tax 
policy  as  it  pertains  to  health  insurance. 

That  is  not  through  any  fault  of  Washington  and  the  states  try- 
ing to  fix  the  problem.  I  think  there  has  been  more  effort  over  the 
last  decade  to  try  to  address  the  problems  in  the  health  care  sys- 
tem than  I  have  seen  in  a  generation  in  looking  at  dealing  with  the 
health  policy  problems.  And  yet,  over  the  last  decade  the  number 
of  uninsured  has  risen  by  10  million.  There  is  significant  evidence 
that  efforts  to  expand  and  build  on  public  programs  are  really  not 
achieving  their  stated  goals,  and  we  really  need  to  look  at  a  dif- 
ferent approach,  particularly  looking  at  how  we  might  fix  and  ener- 
gize the  private  market  for  health  insurance.  I  believe  that  the  an- 
swer to  many  of  the  problems  that  we  have  talked  about  this  morn- 
ing really  lies  in  addressing  how  do  we  provide  resources  to  people 
to  purchase  health  insurance  who  are  currently  shut  out  of  the 
market?  And  I  believe  that  tax  credits  for  the  uninsured,  as  your 
legislation  would  provide,  really  are  the  key  to  the  lock  that  has 
thwarted  so  many  policy  efforts  over  the  last  decade. 
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The  Federal  Government  provides  a  generous  but  yet  very  invisi- 
ble tax  subsidy  for  the  provision  of  private  health  insurance.  It  is 
invisible  to  employees  because  they  see  insurance  often  as  a  free 
benefit  of  working  or  if  they  have  to  pay  a  small  premium  or  co- 
payment  toward,  but  yet  the  value  of  that  policy  really  is  part  of 
their  compensation  package.  As  a  small  business  person,  I  saw  not 
only  the  salary  that  I  was  offering  my  employees,  but  also  their 
total  compensation  package,  which  includes  health  benefits,  as  the 
cost  of  employing  that  person.  But  if  they  are  making,  say,  $40,000 
a  year  and  you  have  a  $5,000  health  insurance  policy,  they  do  not 
see  that  $5,000  because  it  is  part  of  their  pretax  income.  And  yet 
that  pretax  income  has  a  specific  place  in  the  Federal  Tax  Code 
that  it  protects  that  from  taxation.  Section  106  of  the  Tax  Code 
that  says  if  your  employer  provides  your  health  insurance,  then 
you  as  an  individual  do  not  have  to  pay  taxes  on  that  added  com- 
pensation. So  what  this  adds  up  to  is  a  subsidy  for  the  provision 
of  health  insurance  that  is  larger  than  the  mortgage  interest  de- 
duction. It  adds  up  to  $125  billion  a  year  to  provide  health  insur- 
ance for  people  with  job-based  coverage. 

Now  that  has  worked  for  160  million  Americans  that  get  health 
insurance  through  their  job.  It  is  increasingly  not  working  as  we 
have  more  mobility  in  our  society,  more  entrepreneurs,  and  people 
finding  it  more  and  more  difficult  to  keep  and  hold  jobs  they  do  not 
want  to  for  their  whole  career.  The  estimate  of  the  value  of  this  tax 
subsidy  is  about  $2500  a  year  for  somebody  making  $100,000  a 
year.  It  is  $71  a  year  for  somebody  making  $15,000  a  year.  Clearly 
this  is  not  tax  policy  we  would  have  designed  if  we  were  starting 
from  scratch,  and  yet,  it  drives  most  of  the  problems  in  the  health 
sector. 

The  Health  CARE  Act,  2320,  would  begin  to  address  the 
inequitability  of  tax  policy  by  saying  if  you  are  shut  out  of  the  cur- 
rent system  and  you  are  not  getting  job-based  health  coverage, 
then  we  are  going  to  provide  a  subsidy  to  you  to  purchase  your  own 
health  insurance. 

And  I  would  like  to  offer  a  little  chart,  makeshift,  I  forgot  my 
regular  one,  that  is  actually  the  logo  of  the  Galen  Institute.  The 
vertical  axis  is  both  the  likelihood  that  someone  has  health  insur- 
ance and  Federal  subsidies  for  health  insurance  because  they  are 
very  closely  tied  together,  and  the  horizontal  axis  is  income.  So 
that  the  poorer  someone  is,  the  more  likely  they  are  to  be  on  a  pub- 
lic program.  This  is  for  people  under  65.  In  some  states  no  matter 
how  poor  you  are  you  are  not  going  to  qualify  for  Medicaid  or  other 
public  programs,  but  in  most  states  that  means  that  if  you  are  poor 
enough,  you  can  qualify  for  some  Federal  program.  But  as  you 
move  up  the  income  scale,  you  fall  out  of  these  public  programs 
and  into  a  trough  that  we  call  the  Galen  gap,  where  you  make  too 
much  to  qualify  for  public  programs  and  too  little  to  qualify  for  this 
generous  Federal  subsidy  for  health  insurance. 

And  that  is  where  the  majority  of  the  44  million  uninsured  are. 
They  do  not  qualify  for  this  $125  billion  Federal  subsidy  for  the 
provision  of  employment  based  health  insurance.  They  do  not  qual- 
ify for  public  programs,  and  they  are  uninsured.  Tax  credits  for  the 
uninsured  begin  to  lift  this  level  so  that  these  people  begin  to  get 
some  of  the  subsidies  that  they  deserve.  The  conversation  that  we 
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have  been  having  over  the  last  year  is  how  to  fill  this  gap.  Do  we 
expand  Federal  programs  through  an  expansion  of  Medicare?  Do 
we  expand  Medicaid  to  older  people  to  age  55  or  to  children  in  their 
early  20,s  as  the  President  and  Vice  President  Gore  have  said?  Do 
we  expand  S-CHIP  to  the  parents  of  uninsured  children,  or  do  we 
let  these  people  purchase  private  health  insurance  as  well,  and 
give  them  a  subsidy  like  the  ones  that  these  folks  over  here  get  in 
order  to  purchase  health  insurance? 

That  is  why  the  policy  community  that  I  work  with,  including  a 
very  broad  array  of  experts  from  think  tanks  on  both  sides  of  the 
aisle,  support  tax  credits  for  the  uninsured.  They  do  a  number  of 
things.  They  begin  to  energize  the  very  fragile  and  withering  mar- 
ket for  private  health  insurance.  As  Vermont  is  among  the  states 
that  have  virtually  no  choices  for  private  health  insurance  because 
the  market  has  been  so  shriveled  up  by  the  mandates,  the  regula- 
tions, the  high  cost,  and  this  issue  of  people  leaving  coverage  and 
people  losing  health  insurance  because  they  cannot  afford  the  in- 
creasing premiums. 

So  if  you  provide  tax  credits  for  the  uninsured,  you  begin  to  also 
address  the  issues  of  portability.  People  can  purchase  a  health  in- 
surance policy  that  they  can  own  and  keep  themselves.  You  begin 
to  address  the  problems  of  small  business  which  finds  it  increas- 
ingly hard,  not  only  to  go  through  all  the  hassle  of  trying  to  find 
health  insurance  for  their  employees,  but  to  pay  premiums  and  to 
risk  that  if  one  employee  gets  sick,  that  the  premiums  either  go 
through  the  roof  and  bankrupt  the  business  or  they  wind  up  having 
to  drop  that  policy  for  everyone. 

They  also  begin,  most  importantly,  to  address  the  issue  of 
inequitability  so  that  people  who  do  not  have  job-based  coverage, 
the  many  people  opting  not  to  participate  in  public  programs  or 
who  do  not  qualify  for  them,  begin  to  get  the  same  kind  of  coverage 
that  others  have  with  private  health  insurance. 

Thank  you  very  much,  Mr.  Chairman,  for  the  opportunity  to  tes- 
tify before  you. 

[The  prepared  statement  of  Ms.  Arnett  follows:] 

Prepared  Statement  of  Grace-Marie  Arnett 

Thank  you,  Mr.  Chairman,  and  members  of  the  committee  for  the  invitation  to 
present  testimony  this  morning  on  the  important  issue  of  "Ensuring  Access  to  Af- 
fordable Health  Coverage." 

While  the  nation  today  enjoys  exceptionally  low  unemployment,  low  inflation,  and 
strong  economic  growth,  the  one  key  statistic  that  persistently  moves  in  the  wrong 
direction  is  the  number  of  Americans  without  health  insurance.  While  the  nation 
has  focused  intensely  on  the  problems  of  access  to  health  insurance  over  the  last 
eight  years,  the  number  of  uninsured  Americans  has  actually  risen  by  nine  million. 

Despite  the  significant  efforts  of  federal  and  state  officials  to  address  this  problem 
by  creating  and  expanding  new  programs,  even  supporters  of  these  programs  have 
been  disappointed  in  the  success  of  their  efforts.  I  would  like  to  talk  with  you  about 
why  I  believe  this  is  so. 

Many  of  the  initiatives  that  have  been  debated  and  enacted  revolved  around  ways 
to  create  or  expand  government  programs  or  government's  authority  over  private  in- 
surance in  order  to  increase  coverage. 

Clearly,  a  fresh  approach  is  needed  for  our  changing  economy  and  workforce.  I 
believe  that  the  answer  lies  in  an  energized  private  health  insurance  market  that 
is  responsive  to  newly  empowered  consumers.  And  I  believe  that  the  key  to  achiev- 
ing this  is  targeted  tax  credits  to  assist  the  uninsured  in  purchasing  private  health 
insurance.  Tax  credits  are  the  best  way  to  reach  the  millions  of  Americans  who  are 
being  left  behind  in  the  current  system. 
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Who  we  are 

The  Galen  Institute  is  a  not-for-profit  public  policy  organization  devoted  to  re- 
search and  education  on  free-market  health  reform.  One  of  our  primary  projects  is 
coordinating  the  work  of  the  Health  Policy  Consensus  Group,  composed  of  more 
than  20  health  policy  experts,  including  researchers  from  the  major  market  oriented 
think  tanks.  Our  group  meets  regularly  and  produces  advice  and  statements  with 
ideas  to  guide  policy-makers  and  to  educate  the  general  public  on  health  reform. 

For  more  than  six  years,  the  Consensus  Group  has  been  working  to  bring  atten- 
tion to  fundamental  flaws  in  the  financing  structure  of  health  care  in  the  United 
States.  To  quote  from  our  joint  Vision  Statement: 

"The  United  States  does  not  have  a  properly  functioning  market  for  health  care, 
and  the  financing  system  needs  to  be  reformed. 

"The  market  is  distorted  by  a  tax  policy  that  .  .  .  provides  generous  benefits  to 
those  who  have  higher  incomes  and  receive  health  insurance  through  the  workplace. 

"Yet  it  offers  little  or  no  assistance  to  those  at  the  lower  end  of  the  income  scale. 
Particularly  at  a  disadvantage  in  the  current  system  are  those  who  fall  through  the 
cracks  between  this  tax  subsidy  and  Medicaid." 1 

What  this  means  is  that  the  deck  is  stacked  against  44  million  uninsured  Ameri- 
cans by  unfair  federal  tax  policy. 

Flawed  tax  policy 

The  United  States  offers  a  generous  but  invisible  subsidy  for  health  insurance 
that  favors  those  with  high  incomes  and  good  jobs.  2  John  Sheils  of  the  Lewin  Group 
in  Fairfax,  Virginia,  estimates  that  U.S.  taxpayers  subsidize  job-based  health  insur- 
ance at  the  rate  of  $125  billion  a  year.  But  it  is  a  very  regressive  subsidy,  favoring 
the  rich  over  the  poor.  A  taxpayer  earning  $  100,000  a  year  or  more  gets  an  annual 
subsidy  worth  $2,638  while  one  earning  $15,000  gets  only  $79  a  year  in  assistance 
toward  the  purchase  of  health  insurance. 

What  that  means  is  that  the  executive  with  a  high-paying  job  gets  a  generous  tax 
subsidy  for  health  insurance  from  the  taxpayer  while  the  waitress  serving  him 
lunch  gets  little  or  no  help  in  purchasing  health  insurance. 

Clearly,  this  is  not  a  system  we  would  have  designed  if  we  were  starting  from 
scratch.  Instead,  it  has  evolved  as  a  relic  of  World  War  Ii  wage  and  price  controls. 
I  refer  you  to  the  Vision  Statement  of  the  Health  Policy  Consensus  Group  for  a  more 
detailed  explanation  of  the  evolution  of  this  regressive  tax  subsidy  system. 

Mr.  Chairman,  you  are  a  leader  in  the  Congress  in  initiating  a  bi-partisan  initia- 
tive that  would  begin  to  rectify  this  imbalance.  Certainly,  it  would  not  be  wise  or 
feasible  to  uproot  the  current  system — flawed  though  it  may  be — that  provides  ac- 
cess to  health  insurance  for  160  million  Americans.  But  it  is  clear  that  something 
must  be  done  for  the  growing  number  of  Americans  who  are  left  out  of  the  current 
system. 

Legislative  solution 

The  bill  you  have  offered,  the  Health  CARE  Act  (S.  2320,  The  Health  Coverage, 
Access,  Relief,  and  Equity  Act)  is  the  first  national,  bipartisan,  bicameral  initiative 
to  provide  meaningful  help  to  the  uninsured  to  obtain  private  health  insurance. 

Mr.  Chairman,  your  bill  puts  in  place  a  solid  foundation  to  expand  access  to  pri- 
vate health  insurance  for  those  who  are  falling  through  the  cracks  of  the  current 
system.  And  it  targets  those  who  are  least  likely  to  have  the  resources  to  purchase 
their  own  insurance  and  who  do  not  have  access  to  health  insurance  at  work. 

The  bill  would  provide  a  tax  credit  of  $  1,000  to  individuals  earning  up  to  $3  5,000 
and  $2,000  for  families  with  incomes  of  up  to  $55,000,  with  phase-outs  at  $10,000 
above  these  levels.  The  median  household  income  for  Vermont  in  1996  was  $32,350, 
according  to  the  most  recent  figures  available  from  the  U.S.  Census  Bureau,  which 
means  that  the  income  limits  on  the  tax  credit  in  the  Health  CARE  legislation  will 
be  accessible  to  a  large  proportion  of  uninsured  residents  in  your  state. 


1UA  Vision  for  Consumer-Driven  Health  Care  Reform,"  Health  Policy  Consensus  Group.  For 
more  information,  contact  the  Galen  Institute,  coordinator,  at  galen@galen.org.  ' 

2  The  tax  code  offers  an  exclusion  from  taxable  income  to  those  who  get  their  health  insurance 
at  work.  Employment-based  health  insurance  is  part  of  the  compensation  package  that  many 
employers,  especially  large,  established  companies,  provide  to  their  employees  -  a  form  of  non- 
cash wage. 

Section  106  of  the  Internal  Revenue  Code  provides  that  the  value  of  health  benefits  is  not 
counted  as  part  of  the  taxable  income  of  employees — in  tax  terminology,  it  is  excluded  from  their 
taxable  income.  However,  workers  may  receive  this  tax-favored  benefit  only  if  health  coverage 
is  provided  through  an  employer.  The  value  of  the  health  coverage,  the  tax  benefit  employees 
receive,  and  the  cost  in  forgone  wages  are  largely  invisible  to  workers. 

This  tax  exclusion  is  worth  an  estimated  $125  billion  in  tax  savings  to  those  with  job-based 
health  insurance,  significantly  more  than  the  value  of  the  mortgage  interest  deduction. 


64 

The  uninsured  are  typically  lower-income  workers  or  dependents  of  workers  in 
small  business.  Sixty-four  percent  of  the  uninsured  say  the  main  reason  they  don't 
have  insurance  is  because  they  can't  afford  it. 

Tax  credits,  particularly  the  refundable  tax  credits  your  bill  would  provide,  are 
a  fair  way  to  give  the  uninsured  help  in  obtaining  coverage.  Will  it  be  enough?  Pro- 
fessor Mark  Pauly  of  the  Wharton  School  at  the  University  of  Pennsylvania  has 
done  research  that  shows  that  the  number  of  uninsured  would  drop  by  at  least  50% 
if  a  tax  credit  worth  half  the  value  of  a  decent  health  policy  were  to  be  available 
to  all  of  the  uninsured. 

Responding  to  changes  in  the  economy 

In  addition,  your  bill  addresses  the  need  for  public  policy  to  respond  to  the  chang- 
ing workforce  in  an  information-age  economy.  The  current  system  for  subsidizing 
health  insurance  in  the  United  States  fit  an  industrial-age  economy  where  people 
worked  for  one  company  for  most  of  their  careers.  But  there  is  a  growing  consensus 
that  the  1940s  model  of  employer-based  health  insurance  is  no  longer  adequate.  In 
the  last  generation,  workers  were  employed  by  large  firms  and  remained  with  them 
for  years,  if  not  decades. 

But  today's  economy  is  characterized  by  increased  job  mobility.  According  to  the 
U.S.  Bureau  of  Labor  Statistics,  13  million  workers  change  their  employment  status 
in  a  typical  month.  On  average,  that  means  13  million  Americans  leave  home  or 
school  to  enter  the  labor  force,  exit  the  labor  force  without  looking  for  new  work, 
find  new  work  after  a  spell  of  unemployment  or  search  for  work  after  they  quit  or 
are  dismissed  or  laid  off — every  month. 

With  subsidies  for  private  health  insurance  so  closely  tied  to  the  workplace,  it  is 
no  wonder  that  so  many  workers  are  falling  through  the  cracks  of  the  current  sys- 
tem. Clearly,  if  health  insurance  continues  to  be  tied  only  to  the  workplace,  the 
number  of  people  without  insurance  is  going  to  continue  to  rise. 

Tax  credits  would  give  these  mobile  workers  much  the  same  kind  of  help  that  em- 
ployees with  higher  incomes  in  larger  firms  receive. 

Help  for  small  business 

Vermont  is  proud  of  its  cultivation  of  small,  home-grown  businesses.  But  the  deck 
is  stacked  against  these  entrepreneurs  regarding  health  benefits.  Many  small  em- 
ployers want  very  much  to  provide  health  insurance  for  their  employees,  but  the 
cost  of  health  insurance,  driven  up  by  excessive  mandates  and  regulations,  forces 
many  to  forgo  or  to  drop  coverage.  New,  struggling  small  businesses  often  find  they 
lose  good  workers  to  larger  companies  because  they  cannot  compete  on  benefits. 

Small  companies  are  also  especially  vulnerable  to  the  rising  cost  of  health  insur- 
ance: Nationwide,  an  estimated  300,000  Americans  lose  their  coverage  every  time 
the  cost  of  health  insurance  rises  by  I  percent.  It  is  almost  always  small  businesses 
operating  closest  to  the  margin  that  are  forced  out  of  the  market.  Further,  if  one 
employee  in  a  small  firm  gets  sick,  it  can  cause  premiums  to  rise  so  much  that  ev- 
eryone in  the  company  is  at  risk  of  losing  insurance. 

Small  businesses  employ  60  percent  America's  workforce,  yet  they  also  lack  the 
advantages  of  large  companies  in  designing  and  purchasing  health  care  packages. 
Not  surprisingly,  in  1996,  less  than  50  percent  of  businesses  with  fewer  than  50  em- 
ployees offered  health  insurance. 

If  workers  had  the  option  of  obtaining  health  insurance  outside  the  work  place — 
an  option  that  tax  credits  would  give  them — then  it  would  ease  pressures  on  small 
businesses  that  are  trying  to  grow  and  create  new  jobs.  This  would  be  good  for 
workers  and  it  would  be  good  for  Vermont's  economy. 

The  Galen  Gap 

My  colleagues  in  the  Consensus  Group  and  economists  throughout  the  country  be- 
lieve that  tax  credits  are  a  crucial  step  in  providing  greater  access  to  private  health 
insurance  for  the  uninsured.  In  fact,  tax  credits  not  only  may  be  the  best  way  to 
reach  them;  they  may  be  the  viable  only  way. 

I  would  like  to  use  a  chart  to  explain  why  I  think  this  is  so  important. 

This  chart,  which  also  is  the  logo  of  the  Galen  Institute  shown  on  the  title  page 
of  my  testimony,  tells  the  story  of  the  dilemma  our  country  faces  regarding  health 
insurance  for  those  under  age  65. 

The  horizontal  axis  represents  personal  income. 

The  vertical  axis  represents  not  only  subsidies  for  health  insurance  but  also  the 
likelihood  that  a  person  will  be  insured,  since  the  two  numbers  are  directly  cor- 
related. 

The  poorer  someone  is,  the  more  likely  that  person  is  to  qualify  for  federal  pro- 
grams, especially  Medicaid  or  the  State  Children's  Health  Insurance  Program  (S- 
CHIP). 

But  as  a  person  moves  up  the  income  scale,  they  fall  out  of  these  programs  into 
a  trough  that  we  call  the  "Galen  Gap."  They  make  too  much  to  qualify  for  public 
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programs  and  do  not  yet  have  the  good,  higher-paying  jobs  that  are  more  likely  to 
provide  health  insurance,  represented  on  the  right  side  of  the  chart. 

The  political  pressures  for  the  last  decade  have  been  coming  from  the  left  side 
of  the  chart,  trying  to  fill  the  gap  and  increase  the  number  of  insured  by  creating 
and  expanding  more  and  more  government  programs. 

Some  states,  including  Vermont,  have  expanded  access  to  government  plans  so 
that  even  many  middle-class  citizens  are  eligible  for  public  programs.  But  your 
state,  like  many  others,  is  finding  that  costs  are  extremely  hard  to  control,  that  ac- 
cess to  physicians  and  hospitals  becomes  ever  more  difficult,  and  that  private  insur- 
ers are  fleeing  the  state,  forcing  more  people  to  look  to  government  as  their  only 
resort. 

The  solutions  you  have  offered,  Mr.  Chairman,  would  instead  look  at  the  right 
side  of  the  chart  for  solutions.  This  would  give  the  uninsured  a  benefit  much  like 
that  which  those  with  job-based  health  insurance  have:  A  tax  subsidy  for  the  pur- 
chase of  private  health  insurance.  We  believe  that  this  subsidy  would  energize  the 
private  market  for  health  insurance,  expanding  coverage  and  options. 

Solving  other  problems  as  well 

In  addition  to  expanding  access  to  health  insurance,  offering  tax  credits  to  the  un- 
insured is  an  important  solution  for  many  reasons. 

First,  by  giving  people  tax  credits,  they  can  choose  the  health  plan  that  best  suits 
their  needs  and  the  needs  of  their  families.  They  inject  much  needed  individual  con- 
trol into  the  market  for  health  insurance  so  that  people,  not  public  sector  or  private 
sector  bureaucrats,  are  deciding  what  health  insurance  is  best  for  them. 

Second,  because  the  subsidies  for  health  insurance  are  not  tied  to  the  workplace, 
people  don't  lose  their  health  insurance  if  they  lose  or  change  jobs  or  start  their  own 
businesses. 

Third,  this  army  of  newly  empowered  consumers  will  inject  renewed  energy  into 
the  withering  market  for  privately  purchased  health  insurance.  This  market  has 
been  suffocated  by  state  insurance  regulations  and  mandates  that  have  made  indi- 
vidual and  small  group  health  insurance  policies  prohibitively  expensive  and  have 
driven  many  insurers  out  of  the  market.Tax  credits  would  improve  Vermont's  mar- 
ket for  private  health  insurance  by  giving  consumers  and  insurers  an  incentive  to 
strengthen  the  market  for  private  health  insurance. 

Fourth,  the  cost  of  the  insurance  would  be  visible,  and  consumers  would  be  more 
motivated  to  shop  for  the  best  coverage  for  the  money,  reversing  the  current  trend 
for  workers  to  demand  more  and  more  insurance  coverage  because  the  full  cost  of 
the  policy  and  the  services  they  consume  is  hidden  from  them. 

But  most  importantly,  we  tell  these  hardworking  Americans  who  are  left  out  of 
the  current  system  that  they  count,  too.  The  CARE  tax  credit  initiative  would  pro- 
vide help  to  those  who  make  too  much  to  qualify  or  don't  want  to  be  in  public  pro- 
grams and  who  don't  have  jobs  that  provide  health  insurance  for  them  and  their 
families. 

By  providing  new  federal  subsidies  for  health  insurance,  these  workers  would 
have  the  option  to  get  health  insurance  on  their  own  rather  than  going  bare  or  risk- 
ing that  a  major  illness  or  accident  could  cause  them  to  lose  their  homes  or  send 
them  into  bankruptcy. 

Complementary  legislation 

There  are  initiatives  working  their  way  through  Congress,  such  as  HealthMarts 
and  Association  Health  Plans,  that  would  give  these  fragile  markets  for  individual 
health  insurance  a  boost.  People  would  be  able  to  form  groups  in  order  to  get  the 
benefit  of  group  health  insurance  through  professional  associations,  labor  unions, 
churches,  or  civic  groups.  We  believe  that  these  would  provide  new  vehicles  for  those 
who  qualify  for  the  tax  credits  to  purchase  affordable  health  insurance. 

Renewed  efforts 

Vermont  has  tried  as  hard  as  any  state  to  make  sure  that  every  one  of  its  citizens 
has  health  coverage.  But  federal  tax  policy  is  stacked  against  you. 

While  Vermont's  uninsured  rate  is  significantly  lower  than  the  national  average, 
we  estimate  that  nearly  50,000  Vermont  residents  under  age  65  were  without  insur- 
ance coverage  in  1998,  with  some  estimates  putting  the  number  as  high  as  79,000. 
This  is  more  people  than  live  in  Franklin  County  and  or  here  in  Washington  Coun- 
ty. 

The  choices  are  to  further  burden  taxpayers  by  drawing  more  and  more  of  them 
into  public  programs,  or  to  strengthen  the  private  market  for  health  insurance. 

Other  legislative  proposals  involve  expanding  Medicaid  so  that  more  and  more 
middle-class  Americans,  are  drawn  into  this  program  designed  to  provide  health 
care  to  the  poor,  or,  as  President  Clinton  has  proposed,  expanding  Medicare  to  cover 
Americans  down  to  age  55.  Or  expanding  the  State  Children's  Health  Insurance 
Program  to  the  parents  of  uninsured  children. 
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But  not  only  do  these  approaches  put  more  and  more  pressure  on  fewer  and  fewer 
taxpayers  to  pay  for  these  benefits,  it  also  takes  away  the  diversity,  competition, 
and  choice  that  are  vital  in  a  free  economy. 

A  revived  marketplace 

In  every  other  sector  of  the  economy,  competition  forces  prices  down,  and  health 
insurance  is  no  different.  If  the  federal  government  were  to  provide  tax  credits  for 
the  uninsured,  as  your  Health  CARE  bill  would  provide,  my  colleagues  in  the  Con- 
sensus Group  and  I  believe  that  the  marketplace  would  respond  by  making  more 
affordable,  more  diverse,  more  appropriate  health  insurance  available.  That  would 
strengthen  the  health  insurance  market  in  the  states  and  would  provide  citizens 
with  more  choices  for  coverage.  If  the  state  government  were  to  provide  complemen- 
tary tax  incentives,  they  could  expand  coverage  to  even  more  of  the  uninsured. 

There  are  many  questions  about  how  the  tax  credits  would  work,  and  I  rec- 
ommend a  book  I  have  edited  and  which  was  published  by  the  University  of  Michi- 
gan Press,  Empowering  Health  Care  Consumers  through  Tax  Reform.  It  is  available 
in  its  entirety  on  our  website  at  www.galen.org.  My  colleagues  in  the  Consensus 
Group  go  into  detail  about  how  a  system  based  upon  individual-based  subsidies  for 
health  insurance  would  work. 

I  also  refer  you  to  an  excellent  new  paper  by  Health  Policy  Analyst  James  Frogue, 
published  by  The  Heritage  Foundation,  "A  Guide  to  Tax  Credits  for  the  Uninsured" 
which  provides  further  analysis  of  different  tax  credit  approaches  and  makes  a 
strong  case  for  this  approach  to  solving  the  problem  of  the  uninsured. 

Bi-partisan  support  for  the  idea 

The  idea  of  providing  tax  credits  to  help  the  uninsured  purchase  coverage  has 
broad  bipartisan  support,  as  evidenced  by  the  original  co-sponsors  on  your  bill, 
Democratic  Senators  Breaux  and  Lincoln  and  Congressman  Dooley,  as  well  as  Re- 
publican Senator  Frist  and  House  Majority  Leader  Armey.  This  impressive  list 
shows  the  breadth  of  appeal  of  this  idea. 

In  the  House  of  Representatives,  Mr.  Armey  and  Democrat  Pete  Stark  both  have 
tax  credit  bills  they  are  supporting.  While  their  numbers  and  approaches  are  some- 
what different,  the  concept  is  the  same.  These  two  call  themselves  "the  congres- 
sional odd  couple"  because  on  virtually  every  other  issue,  they  are  miles  apart.  But 
on  the  idea  of  providing  tax  credits  to  help  the  uninsured  obtain  health  insurance, 
they  agree.  Finally,  tax  credits  for  the  uninsured  are  part  of  the  health  policy  initia- 
tives of  both  presidential  candidates,  Republican  George  W.  Bush  and  Democrat  Al 
Gore.  I  believe  this  shows  what  a  revolutionary  idea  this  is. 

While  all  of  these  bills  take  different  forms  and  have  slightly  different  features 
and  subsidy  amounts,  they  all  are  built  on  the  same  solid  foundation.  Importantly, 
virtually  all  of  the  bills  offer  refundable  tax  credits,  so  if  those  who  are  eligible  for 
the  credit  owe  little  or  no  income  tax,  they  still  can  receive  the  subsidy,  much  like 
taxpayers  who  overpay  their  taxes  get  a  refund  check. 

In  this  election  year,  health  care  is  an  especially  polarizing  issue.  But  because  you 
and  others  have  worked  to  hard  to  build  bi-partisan  support  for  the  idea  of  tax  cred- 
its for  the  uninsured,  I  believe  this  has  the  best  chance  of  passing  and  therefore 
offers  the  greatest  hope  to  the  uninsured  that  meaningful  CARE  is,on  the  way. 

Millions  of  Americans  are  being  left  out  of  the  current  system.  It  is  time  to  rectify 
this  imbalance  and,  in  the  process,  energize  the  market  for  privately-owned  health 
insurance  that  people  can  choose  for  themselves,  own,  and  control  so  they  don't  lose 
their  coverage  if  their  job  changes. 

Thank  you  for  the  opportunity  to  present  this  testimony.  I  would  be  happy  to  pro- 
vide additional  information. 

The  Chairman.  Well,  thank  you  for  the  very  helpful  testimony. 
I  love  people  who  love  my  bill.  [Laughter.] 
Ms.  ARNETT.  It  is  a  very  important  bill. 

The  Chairman.  Anyway,  just  a  little  comment  to  go  back  and  un- 
derstand how  we  got  into  this  situation,  which  had  nothing  to  do 
with  health  care.  It  was  World  War  II,  and  the  problem  was  how 
to  prevent  inflation  and  at  the  same  time  enable  businesses  to  com- 
pensate their  workers  by  means  other  than  monetary.  This  was 
done  by  considering  the  provision  of  health  care  not  as  compensa- 
tion, but  as  a  tax-free  fringe  benefit.  So  inflation  was  the  problem 
that  we  were  worried  about.  So  that  is  how  it  all  started.  It  had 
absolutely  nothing  to  do  with  health  care. 
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Ms.  Arnett.  That  is  exactly  right.  We  document  that.  We  pro- 
duced a  book  that  I  think  provides  an  important  underpinning  from 
a  policy  perspective  of  the  idea  that  your  legislation  is  organized 
around.  There  are  a  lot  of  complexities  that  have  to  be  addressed 
and  there  is  a  lot  of  history  to  this,  but  there  also  has  been  a  lot 
of  work  done  to  try  to  address  these  issues  and  to  get  back  to  the 
root  of  the  problem. 

Dr.  MlCHL.  Great  liner  notes. 

Ms.  Arnett.  To  really  get  to  the  root  of  the  problem  and  sort  of 
say  how  do  we  diagnose  this  properly  so  we  can  give  it  the  proper 
treatment.  Thank  you. 

The  Chairman.  Thank  you.  Now  I  would  like  to  go  back  to  Dr. 
Michl.  You  said  that  the  tax  credit  contained  in  the  Health  CARE 
Act  is  a  market-based  reform  that  would  expand  coverage  if  the 
amount  of  the  credit  is  adequate  to  make  coverage  affordable  and, 
if  done  carefully,  could  help  Vermont's  increasingly  vulnerable  pri- 
vate insurance  market.  Would  you  elaborate  on  that? 

Dr.  MlCHL.  Increasingly  people  in  my  practice  that  are  looking 
for  insurance  that  they  cannot  afford,  and  are  looking  for  two 
things:  They  are  looking  for  options  in  benefits.  They  want  options 
in  coverage.  They  also  would  like  to  see  some  ability  with  relatively 
limited  resources  to  obtain  this.  Most  of  them  are  not  interested  in 
becoming  part  of  the  ever  expanding  public  sector. 

With  the  appropriate  provision  of  tax  credits,  the  low  to  mod- 
erate income  patients  that  I  am  seeing  would  be  able  to  take  a  step 
closer  to  purchasing  small  group  or  individual  coverage  that  will 
allow  them  to  get  a  menu  of  benefits  that  is  reasonable.  They  are 
not  looking  for  exorbitant  coverage,  but  rather  to  help  defray  the 
costs  of  predictable  and  unpredictable  health  care  expenses.  I  see 
people  that  would  like  to  have,  for  example,  their  routine  physicals 
covered,  preventive  health  services,  and  at  the  same  time  they 
would  like  to  be  able  to  cover  devastating  illnesses  like  cancer,  de- 
generative neurological  disorders  and  heart  disease.  I  think  that 
what  Vermonters  are  looking  for  is  a  system  that  allows  them  to 
take  a  step  closer  at  meeting  their  insurance  needs.  They  are  not 
looking  for  a  handout.  And  they  are  looking  for  something  that 
gives  them  the  ability  in  a  marketplace  to  decide  what  coverage  is 
appropriate  for  themselves  and  their  family. 

The  Chairman.  You  mentioned  that  policy  makers  need  to  en- 
sure that  incentives  remain  in  place  to  prevent  the  displacement  of 
people  from  employer-sponsored  health  programming.  What  kinds 
of  incentives  do  you  have  in  mind? 

Dr.  MlCHL.  One  of  my  patients,  for  example,  does  not  want  to 
have  her  income  increased  by  getting  into  the  labor  market  to  such 
an  extent  that  she  no  longer  qualifies  for  VHAP.  She  needs  incen- 
tives that  allow  her  to  be  a  purchaser  of  health  insurance,  and  that 
allow  her,  at  the  same  time  to  be  able  to  afford  a  menu  of  pharma- 
ceuticals that  she  and  her  family  may  need.  I  think  that  the  incen- 
tives that  we  physicians  are  looking  for  is  to  see  people  having  in- 
centives to  get  into  individual  and  small  group  and  employer-based 
coverage  that  will  allow  providers  to  get  a  reasonable  reimburse- 
ment, which  they  are  not  getting  right  now.  And  we  are  also  look- 
ing for  incentives  in  a  plural-based  system  of  multiple  health  insur- 
ers that  would  encourage  a  more  stable  provider  base  than  we  are 
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currently  seeing  in  our  communities  in  Vermont,  where  if  we  have 
any  more  public  payer  mandates  for  limited  reimbursement,  we  are 
going  to  have  increased  problems  recruiting  and  retaining  physi- 
cians and  other  providers. 

The  Chairman.  Nancy,  how  much  longer  do  you  think  small 
businesses  and  individuals  will  be  able  to  sustain  annual  premium 
increases  of  15  to  30  percent? 

Ms.  Wood.  I  think  we  are  seeing  the  trend  of  businesses  and  in- 
dividuals dropping  out  with  each  increment  of  increase.  As  I  said 
before,  affordability  depends  on  the  revenues  and  the  expenses  of 
the  business.  And  the  more  money  a  business  is  able  to  put  toward 
insurance  will  depend  on  how  successful  that  business  is.  I  do  not 
think  it  is  sustainable  over  the  long-term.  You  are  looking  at  per- 
haps inflationary  increases  of,  what,  2  percent.  You  are  looking  at 
increases  of  revenues  that  certainly  are  not  in  the  15  percent  range 
per  year.  So  you  will  gradually  see  more  and  more  dropping  out  or 
reducing  their  coverage. 

The  Chairman.  You  said  that  small  businesses  and  individuals 
are  at  a  disadvantage  with  respect  to  the  bargaining  power  that 
they  have  with  insurers.  Please  elaborate  on  this  from  your  per- 
spective as  a  former  small  business  person. 

Ms.  Wood.  Former  and  continuing  small  business  person.  My 
understanding  is  that  your  large  businesses  are  able  to  negotiate 
with  insurance  companies  for  better  rates  than  small  businesses. 
Also  many  of  them  are  self-insured  and  are  seeing  increases  in 
costs  because  the  cost  of  the  health  care  itself  is  increasing.  But 
your  individual  or  your  small  business  person  has  no  clout  whatso- 
ever. I  mean,  we  are  buying  insurance  basically  that  is  offered  at 
rates  that  we  have  no  way  to  negotiate.  And  I  feel  a  little  at  a  loss 
not  having  actually  done  the  research,  so  this  is  speculative  on  my 
part,  but  this  has  been  my  understanding,  that  the  increases  for 
the  larger  employers  have  not  risen  as  quickly  as  they  have  for  the 
small  businesses.  And  certainly  the  government  sponsored  pro- 
grams for  Medicare  and  Medicaid  are  ones  where  there  has  been 
much  less  of  an  increase  in  payments  because  the  reimbursement 
rates  have  not  increased  relative  to  the  costs. 

The  Chairman.  Leigh,  while  a  significant  portion  of  the  unin- 
sured might  be  able  to  obtain  employer-sponsored  health  coverage 
with  a  subsidy  or  tax  credit,  there  are  still  millions  of  Americans 
who  would  simply  be  left  out  of  the  system,  even  with  a  subsidy. 
For  people  in  these  situations,  who  do  not  have  a  single  or  steady 
source  of  employment,  do  you  think  it  makes  sense  to  provide  the 
tax  credit  directly  to  the  individual? 

Mr.  Tofferi.  Yes,  I  do.  I  think  that  makes  a  lot  of  sense.  Obvi- 
ously we  think  the  employer-sponsored  system  is  a  critical  piece  of 
the  Nation's  health  care  system,  but  there  is  this  group  of  people 
who  do  not  have  access  to  the  employer-sponsored  system.  So,  to 
the  extent  we  can  give  them  similar  benefits  to  those  that  the  em- 
ployed enjoy  through  our  tax  system  or  through  the  employment 
system,  we  think  a  tax  credit  directed  to  the  individual  would  be 
beneficial  and  would  recommend  that. 

The  Chairman.  In  your  testimony  you  focused  on  targeted  re- 
forms that  build  on  the  private  insurance  market.  Does  Blue  Cross/ 
Blue  Shield  prefer  expanding  the  private  health  insurance  market 
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through  tax  credits,  for  instance,  over  reforms  that  build  on  public 
programs,  such  as  Medicaid? 

Mr.  TOFFERI.  The  short  answer  is  yes. 

The  Chairman.  Please  explain. 

Mr.  TOFFERI.  The  employer-sponsored  system  we  think  is  a  more 
efficient  and  more  beneficial  system  even  for  government  pur- 
chasers. What  the  employer-sponsored  system  has  done  is  allow 
people  to  avoid  one  of  the  problems  associated  with  the  individual 
markets.  For  example,  if  an  individual  makes  a  decision  on  wheth- 
er he  wants  coverage  based  on  the  prospect  that  that  person  is 
going  to  need  a  specific  health  care  service.  One  of  the  advantages 
of  the  employer-sponsored  system  is  that  decision  is  made  by  the 
employer  and  is  a  benefit  of  employment.  If  there  is  a  tax  credit 
system  for  those  folks  who  are  not  employed,  then  they  get  the 
similar  benefit.  They  are  more  apt  to  make  a  decision  on  joining 
the  pool,  not  because  they  expect  to  have  a  condition  that  needs  to 
be  treated  immediately,  but  to  be  part  of  the  entire  pool. 

The  Chairman.  Grace-Marie,  you  mentioned  in  your  written  tes- 
timony that  the  tax  credit  in  the  Health  CARE  Act  would  "energize 
the  private  market  for  health  insurance,  expanding  coverage  and 
options."  Elaborate  on  that. 

Ms.  Arnett.  Yes,  Senator.  One  of  my  colleagues  in  the  consensus 
group,  Mark  Pauly,  who  is  a  very  well-respected  economist  from 
the  Wharton  School,  has  said  if  there  were  a  tax  credit,  provided 
that  is  worth  the  value  of  half  of  a  decent  health  insurance  policy, 
that  it  would  reduce  the  number  of  uninsured  by  half.  And  that  is 
based  upon  a  belief  that  the  market  would  respond  with  very  cre- 
ative new  products.  Right  now,  if  insurers  do  not  offer  the  very  pre- 
scribed list  of  often  a  very  rich  health  insurance  policy,  then  people 
are  either  in  the  market  or  they  are  out  of  it.  And  increasingly  as 
people's  income  falls,  they  fall  out  of  the  market  for  health  insur- 
ance as  well. 

If  consumers  were  empowered  with  a  $2,000  tax  credit  for  fami- 
lies, we  believe  that  the  market  would  dramatically  respond  with 
creative  new  products  that  allow  them  to  tailor  and  to  find  the 
health  insurance  policy  that  best  suits  their  needs.  We  have  heard 
from  the  witness  in  the  earlier  panel,  the  small  business  owner, 
who  said  he  had  to  do  an  incredible  amount  of  research  to  find  a 
health  insurance  policy  that  would  suit  him.  One  of  the  things  that 
competition  and  markets  do  is  they  make  choices  simpler  and  more 
attractive,  and  they  make  options  easier.  And  the  Internet  is  so 
powerfully  enabling  and,  in  fact,  there  are  new  health  insurance 
sites  springing  up  that  allow  people  to  tailor  the  policy  they  want 
and  to  see  what  the  costs  of  those  individual  components  are.  If 
you  want  a  $50  co-payment  for  prescription  drugs,  that  is  going  to 
cost  you  X.  If  you  are  willing  to  pay  a  $100  co-payment  for  pre- 
scription drugs  over  the  year,  then  that  is  going  to  cost  you  Y. 
Those  kinds  of  choices  can  only  be  enabled  by  individual  choices. 
There  is  no  way  companies  can  provide  those  kinds  of  options  for 
employees  without  spending  all  their  time  dealing  with  health  in- 
surance. So  I  think  that  the  market  would  respond,  and  I  also 
think  that  this  is  the  most  realistic  option  for  helping  these  people 
because  it  has  got  broad  bipartisan  support. 
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You  worked  hard  to  put  together  a  very  bipartisan  sponsorship 
for  your  bill  with  Senator  Lincoln  and  Senator  Frist,  Senator 
Breaux,  and  Congressman  Dooley  and  Congressman  Armey  on  the 
other  side  of  the  aisle.  That  is  really  unprecedented  to  have  biparti- 
san support  on  both  sides  of  the  aisle  for  an  idea.  And  it  is  also 
an  idea  that  is  in  the  health  policy  agendas  for  both  Vice  President 
Gore  and  Governor  Bush.  That  puts  it  on  the  presidential  agenda 
for  debate,  and  it  shows  broad  bipartisan  support  in  Congress.  So 
if  there  is  something  we  can  do  to  begin  to  dramatically  reduce  the 
number  of  uninsured,  then  I  think  this  is  an  idea  that  must  pass. 
And  I  do  believe  that  the  market  would  respond  very  quickly  to 
this  injection  of  new  funds  for  the  uninsured. 

The  Chairman.  Thank  you.  I  think  I  know  when  to  stop  asking 
questions.  [Laughter.]  I  would  like  to  point  out  that  as  has  been 
mentioned,  we  are  in  the  process  right  now  of  trying  to  finish  up 
the  Patients'  Bill  of  Rights.  I  want  you  to  know  that  one  of  the 
goals  we  have  is  to  not  increase  the  cost  of  insurance,  at  least  not 
more  than  1  percent.  We  are  trying  to  keep  it  at  least  below  that 
threshold,  and  we  hope  not  to  increase  it  at  all. 

Thank  you  so  much.  Very  helpful  testimony.  And  I  look  forward 
to  working  with  you.  We  will  keep  you  apprised  of  what  is  going 
on,  leave  our  options  open  to  perhaps  giving  you  a  call  or  two,  a 
letter  to  ask  you  some  more  questions. 

Mr.  Tofferi.  Thank  you. 

The  Chairman.  Anybody  have  any  comments  they  would  like  to 
make  before  we  close  it  up? 

Ms.  Arnett.  David  Kendall,  one  of  my  colleagues  with  The  Pro- 
gressive Policy  Institute,  has  the  top  10  Letterman  list  of  reasons 
that  the  tax  credit  is  a  good  idea.  I  would  like  to  submit  that  for 
the  record  if  I  might. 

[Additional  material  submitted  for  the  record  follows:] 

Top  Ten  Reasons  to  Enact  a  Health  Insurance  Tax  Credit 

For  good  policy  reasons  with  a  sound  political  logic,  Congress  should  enact  a  re- 
fundable tax  credit  for  health  insurance  that  will  increase  the  number  of  Americans 
who  have  health  care  coverage  and  increase  their  choice  and  control  over  their 
health  insurance. 

10.  Because  we  can.  Politics  is  the  art  of  the  possible  and  the  complexity  of  health 
care  creates  few  opportunities  for  action.  A  health  insurance  tax  credit  has  biparti- 
san support  across  the  ideological  spectrum  including  Vice  President  Al  Gore,  Texas 
Governor  George  Bush,  House  Majority  Leader  Richard  Armey  (R-TX),  Rep.  Pete 
Stark  (D-CA),  Sen.  James  Jeffords  (R-VT),  and  Sen.  John  Breaux  (D-LA). 

9.  It's  a  simple  idea.  In  contrast  to  comprehensive  health  care  reform,  a  health 
insurance  tax  credit  can  be  explained  in  one  sentence:  A  tax  credit  would  reduce 
the  amount  that  you  pay  in  taxes  if  you  buy  health  insurance.  Of  course,  there  are 
lots  of  important  details  that  have  to  be  considered,  but  the  simplicity  of  the  idea 
is  important  for  galvanizing  public  support.  Consider  the  recent  health  care  legisla- 
tion that  has  actually  been  enacted*  the  Health  Insurance  Portability  and  Account- 
ability Act  (HIPAA)  and  the  State  Children's  Health  Insurance  Program  (SCHIP). 
They  both  had  simple  objectives  even  though  they  encompass  a  great  deal  of  com- 
plexity. 

8.  It's  only  fair.  Job-based  health  insurance  receives  a  generous  tax  break  because 
employees'  health  benefits,  unlike  wages,  are  not  taxed.  That's  not  fair  to  workers 
who  have  to  buy  health  care  coverage  on  their  own.  A  tax  credit  would  equalize  the 
tax  treatment  for  those  workers  just  as  the  self-employed  are  finally  receiving  a  tax 
deduction  for  their  health  insurance  costs.  In  this  way,  a  tax  credit  would  com- 
pliment job-based  coverage,  but  not  replace  it. 

7.  It's  progressive.  The  existing  tax  break  for  job-based  coverage  is  also  not  fair 
because  it  provides  a  much  bigger  subsidy  to  upper  income  taxpayers.  That's  be- 
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cause  upper  income  taxpayers  are  in  higher  tax  brackets.  A  tax  credit,  however,  re- 
duces the  taxes  you  pay  and  is  not  affected  by  your  tax  bracket. 

6.  A  tax  credit  encourages  personal  and  social  responsibility.  Another  consequence 
of  the  existing  tax  break  for  job-based  coverage  is  that  employees  often  don't  realize 
that  employers  reduce  their  wages  in  order  to  pay  for  benefits.  In  addition,  they 
often  don't  demand  more  control  over  their  coverage.  A  tax  credit  for  uninsured 
would  give  workers  direct  responsibility  for  their  health  care  coverage.  It  would  also 
encourage  employers  who  provide  coverage  to  give  their  workers  more  control  over 
their  coverage.  At  the  same  time,  a  tax  credit  is  socially  responsible  because  it 
would  encourage  uninsured  workers  to  buy  coverage  before  they  need  expensive 
medical  care. 

5.  A  tax  credit  can  encourage  preventive  care.  If  you  have  to  switch  health  plans 
every  time  you  switch  jobs,  then  an  insurance  company  will  not  have  a  stake  in  your 
long  term  health.  With  tax  credits,  individuals  could  stay  with  an  insurance  plan 
for  much  of  their  life.  Insurers  would  want  to  reduce  their  long  term  risks  by  en- 
couraging primary  and  preventive  care  as  many  employers  already  do. 

4.  A  tax  credit  avoids  the  stigma  of  welfare.  Unlike  programs  like  Medicaid  and 
CHIP,  a  tax  credit  would  not  require  people  to  people  to  apply  for  coverage  through 
a  state  or  local  government  office.  The  income  tax  system  has  the  capacity  to  target 
assistance  to  those  who  need  it  most  just  as  it  does  through  the  earned  income  tax 
credit  and  other  credits. 

3.  It  puts  the  managed  care  backlash  in  perspective.  The  problems  with  managed 
care  pale  in  comparison  to  the  problems  of  the  uninsured.  Research  has  found  that 
the  uninsured  are  25  percent  more  likely  more  to  die  prematurely  than  the  insured 
who  have  similar  socioeconomic  backgrounds.  The  problems  with  managed  care 
should  be  addressed  in  a  balanced  manner,  but  the  uninsured  should  be  at  least 
as  important  an  issue. 

2.  A  tax  credit  is  not  subject  to  year-to-year  budgetary  whims.  Like  an  entitlement 
through  Medicare  or  Medicaid,  a  tax  credit  for  health  insurance  would  not  have  to 
fight  for  an  annual  appropriation  in  Congress.  But  unlike  Medicare  or  Medicaid,  a 
tax  credit  would  not  be  tied  to  a  specific  package  of  benefits,  which  is  subject  to  po- 
litical pressure  for  expansion. 

1.  We've  tried  everything  else.  To  paraphrase  Winston  Churchill,  Americans  will 
always  do  the  right  thing  after  they  have  tried  everything  else.  Comprehensive  re- 
form has  failed.  Targeted  programs  like  CHIP  and  Medicaid  have  not  solved  the 
problem.  A  tax  credit  itself  is  not  a  complete  solution  because  not  everyone  will  use 
it.  But  it  is  one  key  tool  that  we  have  left  in  the  toolbox. 

The  Chairman.  Sure.  We  will  now  adjourn  the  hearing.  I  deeply 
appreciate  your  testimony.  It  has  been  very  helpful  to  us  in  guiding 
us  as  we  finish  the  year.  I  hope  we  will  have  good  news  for  you 
by  the  time  it  is  over.  Thank  you. 

[Whereupon,  at  11:55  a.m.,  the  committee  was  adjourned.] 
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